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The Trend of Events 


SURRENDER ... The War Labor Board has granted a 
wage increase of 44 cents a day to 157,000 employees of 
the so-called Little Steel companies and has ordered the 
companies to accept a “maintenance-of-union-member- 
ship” plan, with check-off collection of union dues. In 
substance, the Board holds that the workers are entitled 
to wages 15 per cent higher than they had on January 
1, 1941, to compensate for the 15 per cent rise in the 
cost of living between that time and last May. 

Chairman Davis expresses confidence that this formula 
will make effective the President’s objective of wage 
stabilization. He says it will “lead to a terminal” for 
the tragic race between wages and prices. We have our 
doubts. Again highly paid workers have got nearly half 
of an exorbitant wage demand, merely by pressing for it. 
And we think the Board’s decision—which will cost the 
Government many millions of dollars and the steel com- 
panies only a trifle—will create more problems than it 
solves, besides giving inflationary tendencies another 
boost. 

If as a matter of national policy these workers are 
entitled to maintain the living standard they had at the 
start of 1941—a boom standard with no shortages of 
consumer goods—what about the rest of the people? 
What about the unorganized white collar workers? 
What about government employees? What about em- 





ployees of enterprises which don’t have swollen war- 
activity revenues? 

Obvicusly, for the population as a whole, the living 
standard as of the start of 1941 cannot possibly be main- 
tained. Everybody who is not crazy knows that. Leon 
Henderson and other officials have warned that con- 
sumers—and presumbly these 157,000 steel workers are 
consumers—must face a depression standard of living. 

So what it amounts to is this: If the early 1941 living 
standard of these workers or of any other minority groups 
is preserved by political favor, it merely means that their 
share of the real cost of the war effort has been foisted 
onto the rest of us. If either union labor or the Labor 
Board believes the rest of us are stupid enough to put up 
with that kind of special privilege very long, they are 
badly mistaken. 


THE TAX PROGRANM ... A tax program of the magni- 
tude of that now pending in the House could not pos- 
sibly come even close to satisfying all points of view. 
Under our system of government—and we certainly 
don’t want to change it in any basic way—a major tax 
bili inevitably becomes a compromise, largely influenced 
by political considerations, rather than a_ coldly 
“scientific” construction. 
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In view of the flip-flops and the pulling and tugging 
to which the legislation was subjected in months of 
hearings by the Ways and Means Committee, it is just 
as well that it pass the House quickly and that the 
Senate Finance Committee get to work on it. There is 
opportunity for much improvement. 

Under the conditions confronting us, wise tax legisla- 
tion must look much beyond the mere matter of how 
much Federal revenue can and must be collected. True, 
that is important; but equally important is the question 
of the financial solvency and operating efficiency of our 
private enterprise system; and even more important 
than Federal revenue as such is the problem of bringing 
the present very strong inflationary pressures under con- 
trol. The most valid general criticism of the legislation 
as it stands today is that it is in too narrow a sense a 
revenue measure, having adequate regard neither for 
inflation control nor for the continuing solvency and 
efficiency of corporate enterprise. 

It is to be hoped that the level-headed views of Sen- 
ator George will substantially influence the Senate 
Finance Committee’s decisions on the bill—although the 
politics of the matter are such that the Treasury’s de- 
mands are likely to be the more effective influence. 
Senator George at least sees the problem of war financ- 
ing as a whole, not in unrelated bits. He believes that 
the tax measure should provide an inducement for pur- 
chase of war bonds and some allowance for the con- 
tractual obligations of taxpayers in the matter of debt 
and insurance costs. More than most in Washington, 
he is aware that there is a limit in taxation, beyond 
which lies real danger to the future of private enterprise. 

The statesmanlike approach would be to try to ascer- 
tain that limit as realistically as possible and hold to it. 
Our own view 3B that a 40 to 45 per cent normal and 
surtax rate does not cross the boundary mark but that 
the proposed 8714 per cent excess profits tax, without 
post-war refund, very definitely does and should be cut 
to 80 per cent. Meanwhile the House has voted not only 
for a 45 per cent normal and surtax but has boosted the 
excess profits tax back to 90 per cent. Well, there is still 
the Senate. 


SOLVING TRANSPORT PROBLEM ... As of today our 
ocean transport problem remains very serious, but the 
great progress being made offers justified hope that a 
solution will be found at not too distant a date. Here 
are some significant straws in the wind: 

The Maritime Commission has cancelled a $200,- 
000,000 contract for 200 Liberty ships with Higgins In- 
dustries, of New Orleans, although it reiterates its be- 
lief that the Higgins assembly line method could turn 
out ships at the remarkable rate of 24 a month. The 
reason for the change is that the shipyards already in 
operation or near completion can make all the ships 
for which steel will be available. We are building ships 
now at an annual rate of 10,000,000 tons, will more than 
double that next year and could push it to 25,000,000 
tons if enough steel can be had. 

The Navy is gradually and progressively catching up 


with the submarine menace on this side of the Atlantic, 
with Army and civilian help. Atlantic coastal sinkings 
have already been greatly reduced, and control measures 
will be expanded rapidly in the Gulf and the Caribbean. 

Perhaps more important in long run results, emphasis 
on trans-ocean air transport is steadily growing. For 
example, Henry J. Kaiser, West Coast industrialist, con- 
tractor and shipbuilding man, who has a remarkable 
record of war performance, has publicly suggested that 
nine of the large yards now building ocean ships be used 
instead to build huge flying boats of the type of the 70- 
ton “Mars” developed by Glenn Martin. Mr. Kaiser 
says his own engineers have on their drafting boards 
plans for flying boats of 200 to 500 tons for the longer 
future. He believes, however, that the nine shipyards 
within ten months, perhaps sooner, could be turning out 
the 70-ton ships at a rate of 5,000 a year. ; 

Five thousand of these planes, he added, could land 
500,000 fully equipped men in England in a single day; 
and next day “could fly over again with 70,000 tons of 
fresh milk, beefsteak, sugar and bombs.” 

All the evidence says the future belongs mainly to 
air power. If so, the future is ours. 


RUBBER ... In recent weeks newspaper accounts of 
the problem of our rubber supply and what to do about 
it have become a veritable Tower of Babel. At one time 
the President implies that the prospect is not so bad; 
at another time he suggests that nobody seems able to 
get at the real facts of the situation; at still another 
time he warns that all tires may be requisitioned. 
Numerous utterances of other officials on this subject, 
as well as of various members of Congress and repre- 
sentatives of the oil, chemical and rubber manufacturing 
companies, are equally contradictory. 

The net result is that all the American people have 
got out of it is a sense of utter confusion and bewilder- 
ment. Whatever the solution—and of course it should 
be determined on the guidance of independent and un- 
biased experts—we think one thing is not even subject 
to debate: that the continuing confusion on the matter 
is itself inexcusable. 

It may well be that the War Production Board has 
handled the engineering aspects of the synthetic rubber 
program very ably but—allowing fully for the require- 
ments of military secreey—it is apparent that publicity 
on the problem and the program has been very badly 
handled. If responsible officials are to make statements 
at all, they should enlighten, rather than confuse, the 
public whose cooperation is sought. For the good of the 
war effort, there was already too much public suspicion 
of the motives and maneuverings of certain of the more 
zealous New Dealers. 

Of course, the essential facts will filter out—probably 
rather rapidly, now that Congressional committees are 
seeking them. As it appears today, the general rubber 
prospect will not justify any complacency whatever of 
public and official attitude, but probably will prove very 
considerably brighter than our more pessimistic officials 
were painting it in recent weeks. 
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As 9 Soo Gt! 


BY CHARLES BENEDICT 


ON THE HOME FRONT 


F.. sometime past we have been witnessing a spectacle 
in and out of Congress that has brought shame to the 
cheek of the majority of the citizens of these United 
States. And anger, too, with those seeking political 
power at their expense. For the shameful and brazen 
political wrangling, reluctantly accepted with a shrug in 
other days, takes on dangerous proportions in these crit- 
ical times which call for the subordination of every selfish 
interest to the winning of the war. 

The block demanding special privileges for the farmer 
are of the same isolationist group who fought important 
war measures and who have continuously held out for 
“gravy” of one kind or another. These bargaining po- 
litical maneuverers, because of the power of their votes 
on important measures, have regularly secured advan- 
tages for special interests that have been harmful and 
costly to the people of the United States. 

Now in seeking reelection to office they have unhesi- 
tatingly bargained for dangerous advantages for the 
farmer as a means of vote getting, regardless of the con- 
sequences—and the fact that it would mean the levying 
of a two-way tax on the rest of the people, (1) a direct 
tax on our food budget 
and (2) an additional 
tax resulting from new 
Federal farm subsidies 
on top of those already 
existing. 

They knew full well 
that their example 
would encourage other 
special interests to the 
making of similar de- 





mands. They knew #23 

that it was inevitable eit m Ap 
that the labor leaders 5 ee ‘" 
should seek to bargain Se hs z 
for the votes of their fol- = * : 
lowers at a high price eo * 4% 
under these circum- we + +h 
stances — that the abst. Wh taal 
C. I. O. would ask for 





equal advantages with \ 
the A. F. L. 

Thus callously was 
started the vicious spiral 
that leads to higher 
costs for our food prod- 
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ucts—higher taxation—and dangerous inflation—for it is 
inevitable, unless something is done about a general wage 
ceiling, the 44c a day award to the steel workers will 
spread not only to all labor but to other well organized 


groups, greatly increasing the financial burdens of this. 


war. 

All the weaknesses of the system which foists ma- 
chine-made candidates on the people is showing up in 
this crisis. It is this weakness that the Japs and the 
Nazis are banking on as they confidently pursue the war. 
It is their basis, too, for propaganda among the nations. 
Already it has produced diplomatic victories that may 
have serious consequences for us. The contempt, too, 
for these self-seekers in high places has undermined our 
prestige among our allies at a time when we need the 
greatest confidence and cooperation. Clearly a handi- 


cap, we must find a quick solution for this problem, espe- 
cially when we know that the people of the country as a 
whole are not back of these shoddy practices. 

The Gallup Poll shows that the great mass of farmers 
and laborers, has expressed itself as eager and willing to 
subordinate their own interests (Please turn to page 416) 







Striking reminder that, despite "politics as usual," war goes grimly on. This is a 
list of American prisoners of war, sent by the Japanese to the U. S. 
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The Wisest Market Policy Now 


As indicated by volume fluctuations, stocks continue to advance more 


readily than they decline. We favor selective purchases on recessions and 
doubt that late June low of 102.54, Dow-Jones industrials, will be broken. 


BY A. T. MILLER 


Summary of the Fortnight: On extremely low volume, 
technical reaction last week cancelled only a moderate 
part of the preceding week’s advance; with the result 
that since our last previous analysis was written the 
Dow-Jones industrial average shows net gain of 3.20 
points, the rail average 58 cents, and our weekly index 
of 270 issues 1.6 points. Majority of “quality stocks” 
continued to act well. 


Riis week the Dow industrial average lost about 1 
point of the approximately 16-point recovery scored 
since the end of April, and volume of transaction de- 
clined progressively. By Saturday activity was down 
to the lowest level in nearly a quarter of a century. The 
impatient began to ask, “What’s the matter with the 
market?” 

Many explanations for the renewed apathy are cur- 
rent—just as there were differing explanations for the 
rise in May-June (mostly centering around “early 
peace” talk) and a new set of explanations (mainly 
“long war” and “inflation”) for the added phase of ad- 
vance early this month. 

Some say the market’s sluggishness is due to the bad 
Russian war news and the uncertain situation in Egypt. 
Others say it’s because investors and traders want to 
“wait and see” what the President has to say about in- 
flation controls—and especially whether he couples rec- 
ommendations as to wages and farm prices with renewed 
demands for much stiffer corporate taxes. 

We don’t see much point in arguing with such views— 
or in taking them too seriously. After all, action and re- 
action is the familiar law of the market, as of life. The 
industrial average went up 16 points or about 17 per 
cent over a ten-week period, without any favorable news 
developments important enough to account for it. Some 
early buyers have substantial profits. To others, stocks 
are just not as attractive as they were a few weeks ago 
because they are not nearly as cheap. So, as should not 
be surprising, we get a minor reaction and a renewed 
lapse into extreme dullness. 

This reaction could go further, and still be of only 
transient, technical significance. But the way volume 
drops away on recession suggests to us that it is doubtful 
that the June reaction low of approximately 10214 will 
be closely approached. True, it takes buying demand 
to put prices up and at this writing demand is at low 
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ebb. But, conversely, it takes selling to put them down 
and the selling in significant volume just isn’t coming 
in. On the set-back in the second half of June—when 
solemn military experts were warning that the British 
debacle in Libya put the whole Middle East in early 
jeopardy—the market’s less than 4-point decline can- 
celled less than a third of the prior recovery. A pre- 
ponderant majority of investors had simply decided to 
sit tight on their holdings, and thus calmly ignored the 
bad news. 

Up to now our technical measures of market supply 
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and demand indicate no reversal of the intermediate up- 
ward trend signalled nearly three months ago. A situa- 
tion vulnerable to something more than minor reaction 
will, of course, develop at some indeterminate time in 
the future, but there is no way of anticipating it. Mean- 
while, in the absence of bearish intermediate trend evi- 
dence, it makes sense to us to act on the assumption 
that this is merely a short-run reversal which will prob- 
ably be followed by renewed rise. Hence, we think se- 
lected stocks are a buy on recessions. And it is still 
true, as we observed two weeks ago, that relatively 
cheap “insurance” against error can be had in the form 
on a mental “stop” just under June 26 closing low of 
102.54 or, in the case of individual stocks, just under 
their lows of the final week of June. 

In last week’s drab market a number of good grade 
stocks were either unchanged or made at least some ad- 
ditional net gain, including: American Can, American 
Telephone, Borden, Caterpillar Tractor, Chesapeake & 
Ohio, Columbian Carbon, Corn Products, Diamond 
Match, Eastman Kodak, Endicott Johnson, General 
Electric, General Foods, General Mills, Helme, Jewel 
Tea, Kroger Grocery, National Dairy Products, Nor- 
folk & Western, Owens-Illinois Glass, Liggett & Myers, 
Procter Gamble, Pullman, Union Pacific, Wrigley. Our 
weekly group indexes of farm equipments, dairy prod- 
ucts, air lines, radio and tires closed the week at new 
highs for the year. It is certainly on the favorable side 
that on the whole the “investment section’ of the mar- 
ket continues to show relatively greater strength than 
the rank and file of equities. After advance of 13.10 
points from April low to recovery high of 86.4 for the 
week ended July 10, our weekly average of 15 highest 
grade common stocks declined only 2/10 of 1 point last 
week. In the reaction of the closing week of June, it 
went off only 1 point after preceding rise of 10.7 points. 
Out of the twelve weeks since this “quality index” made 
its April low, only two weeks showed even slight re- 
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ber. 

We don’t know what the President will say or attempt 
to do about the inflation problem. We have our doubts 
that, whatever it is, it will prove more than a transient 
stock market factor. For that matter, on the basis of 
the characteristics of the widely assorted stocks that 
have advanced in recent weeks, it would not be easy to 
prove that “inflation psychology” has been a dynamic 
factor in the market’s recovery. Frankly, we will be 
gratefully surprised if at any time this year our Gov- 
ernment comes to grips with inflation anywhere near as 
effectively as the British have done—which, in truth, is 
itself something less than 100 per cent effective. The 
British control program, incidentally, has not prevented 
a relatively far more dynamic recovery in stock values 
than we have had here. 

What about the summer war prospect and its con- 
sequences for the market? 

We don’t know how much farther the Germans are 
going to push into Russia before they are stopped by the 
Red Army or another Russian winter; we don’t know 
whether the thus far successful British stand in Egypt 
is temporary; we don’t have any hunch as to what 
Japan’s next major move may be. But we venture a 
few basic observations which may be helpful for per- 
spective and which possibly explain why the stock mar- 
ket— unlike most of the radio and newspaper pundits— 
does not blow hot and cold over short-run fluctuations 
in our fortunes of war. 

After nearly three years of war, the Axis to date has 
subdued only one first rate army—that of France— 
which we now know was much less than first rate. The 
yermans, as did Napoleon’s French, have demonstrated 
that they can advance in Russia as long as they are able 
to pay the price, but they are nowhere near “annihilat- 
ing” the Red armies or forcing Russian capitulation. The 
Russians are masterly defensive fighters, second rate on 
the offense. They are using exactly the same strategy 
they have used—with success (Please turn to page 416) 
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After the War 


Courtesy Todd Combustion Equipt., Inc., Div. Todd Shipyards Corp. 


W aac the future holds for international trade can be 
but armchair speculation at this stage of the war, when 
the United Nations are suffering reverses that may yet 
prove very serious. But even if the war ended with an 
overwhelming victory for the United Nations, about the 
only comment that could be made with any degree of 
certainty is that the post-war international trade will 
be very different from what it was before this war. In 
fact, the restoration of the 1938 economic set-up would 
mean that the lesson of this war, the promotion of inter- 
national collaboration through healthy world trade, had 
not been learned. It would mean, furthermore that the 
basic economic causes of both the First and Second 
World Wars had not been done away with. 

On the contrary, there is a justifiable hope that eco- 
nomic statesmanship is in the ascendency. The Atlan- 
tic Charter itself is the best evidence that the United 
Nations are striving to bring the nations to complete col- 
laboration in the economic field. Conviction has grown 
that international relations must be purged of economic 
nationalism in particular, not only as an obstacle to 
true economic progress but as a breeder of wars. The 
need for solving the problems of mass production by 
means of mass internal as well as mass international 
distribution of products, has also gained recognition, 
not merely to steal the Axis leaders’ guns but also to 
divorce mankind from drudgery and economic _inse- 
curity. 

International trade relations, to quote President Roose- 
velt, are based on “mutual benefit, fair dealing and 
friendly collaboration.” Without them there cannot be 
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BY V. L. HOROTH 





any healthy expansion of international trade. Speaking 
at the opening of the National Foreign Trade Council 
last year, the Secretary of State, Mr. Cordell Hull, out- 
lined with the perception of which he is capable, the 
steps necessary to restore these principles, if trade is to 
expand and economic welfare to grow in the brave, new 
world after the war. 


1. Extreme nationalism must not again be permitted 
to express itself in excessive trade restrictions. 

2. Non-discrimination of international commercial 
relations must the rule, so that international trade 
may grow and prosper. 

3. Raw material supplies must be available to all 
nations without discrimination. 

4. International agreements regulating the supply of 
commodities must be so handled as to protect fully 
the interests of the consuming countries and their 
people. 

5. The institutions and arrangements of international 
finance must be so set up that they lend aid to the 
essential enterprises and the continuous develop- 
ment of all countries, and permit the payment 
through processes of trade consonant with the 
welfare of all countries. 


To put into effect even one of the above ideas would 
introduce a new turn in international relations, a tum 
that would bring about an unprecedented expansion of 
international trade. 

There are indications that some of the basic obstacles 
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which stood in the way of the growth of international 
trade, during the 1930’s are being recognized and re- 
moved even though this is being done chiefly to pro- 
mote the flow of war material and to make the best of 
the natural resources of the belligerents. Considerable 
relaxation of trade barriers has been accomplished in the 
trade among the various Hemisphere countries. Tariffs, 
quotas and foreign exchange regulations are being dis- 
pensed with. At present the value of Western Hemi- 
sphere trade is about twice as high as it was in 
1938-39. 

There seems to be more understanding of the needs 
of economically weaker regions especially in regard to 
the increase of their productivity through agricultural 
diversification and industrialization. The necessity of 
improving the terms of trade of many of the agricultural 
countries is also being recognized. As examples of the 
changing attitude may be mentioned British purchases 
of West Indian and West African products which can- 
not be shipped. We, too, are genuinely concerned with 
not disturbing Latin American economies unduly and 
are ready to assist them by buying their products at 
good prices and by maintaining the flow of industrial 
equipment at almost any cost. 


New World Economic Forces 


Although the need for increased international col- 
laboration is being appreciated, the war itself continues 
to create new obstacles. These include the dislocation 
of trade routes, the acceleration of industrialization all 
over the world, the stepping up of technological changes 
in production, the relocation of industries. What the 
result of the interplay of these various forces, tendencies 
and industrial revolutions will be, is anybody’s guess. 

Anong the influences shaping the post-war trade, 
the first to be considered ought to be the dislocations of 
trade routes. These happen to be already far greater 
than during the First World War because of the spread 
of the conflict. The trade of Continental Europe with 
overseas countries, estimated to have accounted for 
about 20 per cent of total world trade, has been com- 
pletely eliminated. The huge movement of industrial 
raw materials and foodstuffs from Southeast Asia to 
Europe. and the United States has also ceased. There is 
no longer international trade in rubber, silk, quinine, 
tin, tungsten, hemp, kapok, antimony, tung oil, copra 
and a number of other products. 

In each of the three areas into which the world be- 
came divided, (1) Continental Europe, (2) Japan and 
Southeastern Asia and (3) the United Nations and 
South America, have developed different price relation- 
ships and different trading activities, depending upon 
scarcity or surpluses of goods produced within them. 
On the Continent of Europe the ties between the Reich 
and agricultural countries of Southeastern Europe have 
become even closer than before the war, with Germany 
in a position to dictate the type of crop to be raised, as 
well as the conditions of exchanges. The pulp and cel- 
lulose from the Scandinavian countries, which before 
the war relied chiefly on British and American markets, 
are now being diverted almost exclusively to the Conti- 
nental mills making rayon and other synthetic fibers. 
The loss of German overseas trade is said to have been 
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completely made up for by the expanded trade with 
other Continental countries. 

In Southeastern Asia, the Japanese are evidently al- 
ready at work to develop a more balanced trade within 
their newly conquered empire. There are reports that 
some of the sugar acreage in Java and the Philippines 
will be put under cotton cultivation. More difficult 
will be the adjustment of the surplus production of 
rubber and rice to the demand within the Japanese con- 
trolled area. The rice surplus will amount to some nine 
billion pounds, and since there are no effective markets 
for it and long storage in humid weather is impossible, 
it has been reported that the Japanese will use rice 
either as fuel or for making alcohol. In the meantime, 
the natives are likely to be paid for their rice in Japanese 
paper money, but it is questionable whether with it 
they will be able to buy textiles and other necessities. 

New trade connections are being opened in the areas 
controlled by the United Nations and South America. 
Inter-Latin American trade has about doubled in the 
three years ending with 1941 and more goods is moving 
between South America on one side and British India 
and South Africa on the other. The opening of new 
natural resources, particularly of tin and tungsten in 
South Africa and South America, will before long almost 
completely replace the production of southeast Asia lost 
to the Japanese. 

Although some of the trade will again return to old 
channels, as happened after the First World War, some 
of the newly developed trade associations are bound to 
stay, especially if the present conflict is long and if 
powerfully vested interests are created. The result will 
be further decentralization of world trade, the continua- 
tion of the trend that began with the First World War. 
As will be seen from the accompanying table, between 
1913 and 1925 the share of non-European countries in 
the world trade rose from about 41 per cent to 50 per 
cent. Just before the outbreak of the Second World 
War this percentage increased to 52 per cent. 

The development of new substitutes and of new uses 
for older products, the improvements in production 
technique and the general dislocation of consumption 
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and capital goods production are all bound to influence 
in one way or another the structure of post-war trade. 
The development of synthetic rubber on the scale now 
contemplated in this country is bound to result in a 
contraction of international trade in that product, not 
to mention a serious dislocation in the economies of 
British Malaya and the Dutch East Indies. On the 
Continent of Europe, where synthetic fiber plants have 
been tremendously expanded, wood pulp is likely to 
prove a more desirable raw material than cotton or 
even wool. In general, the tendency to trade more in 
raw materials and in capital goods and less in semi- 
finished products (heavy chemicals, yarns, semi-finished 
steel products) and in bulky consumption goods will 
have been accelerated during the present war. On the 
other hand, since both the output and the demand for 
consumption goods has been kept down in contrast 
with the First World War, when the agricultural pro- 
duction in newer areas was stimulated, we may have a 
better balanced trade in consumption goods when the 
war is over. 


Our Part in Post-War Reconstruction 


In this connection, it may be pointed out that the 
post-war reconstruction and the transition from war to 
peacetime economy will also help to shape the post-war 
trade. Without doubt, the depletion of the Continent 
of Europe of foodstuffs, textiles and other consumption 
goods will be even greater than after the First World 
War. As the Allies, we shall undoubtedly take a hand 
in the post-war reconstruction of the Soviet Union and 
China. As a result of such aid we may see more inti- 
mate economic relations develop between these two 
countries and the rest of the world. In contrast with 
the reconstruction after the First World War, this 
would be a great plus, indeed. 

From the point of international trade, it will be also 
important how the post-war reconstruction is financed. 
Should we be willing to receive goods instead of insisting 
upon collecting gold as after the First World War, not 
only would the transfer problem, one of the causes of 
the Great Depression in the 1930s, automatically be 
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solved, but foundations would be laid for a steady up- 
ward movement in world exchange of goods. Dr. Her- 
bert Feis, Economic Adviser of the State Department, 
has outlined a sort of permanent Lend-Lease Plan for 
post-war foreign trade. According to his plan, any 
nation would be able to purchase goods here with credits 
set up for them in their own currencies. As a result we 
would have a balance in foreign currencies which we 
would have to use up, according to Mr. Feis’s plan, 
within two years, either for the purchase of merchandise 
or services (tourists’ expenditures, shipping, etc:). If 
we should fail to do so, the debt would be cancelled. 

That some such formula will be necessary, apart from 
helping with the rehabilitating of the devastated areas, 
is also suggested by the fact that the purchasing power 
of countries like Great Britain and France will be badly 
crippled as a result of the war. It has been estimated 
that the United Kingdom has already lost nearly one- 
third of its foreign assets, or about $6 billions, in financ- 
ing the war. The drop in investment income is said to 
be even greater—in the neighborhood of 60 per cent, or 
$500 millions a year. This will mean that Great Britain 
will either have to curtail her purchases or borrow. 
Apprehensive of the future, the Federation of British 
Industries advocated recently the “policy of directive 
imports,” meaning, of course, that Great Britain should 
buy only from those countries which are prepared after 
the war “to accept payment through the export of 
British products and such services as Great Britain 
can render.” This policy, which is not 
an official one, would mean a return to 
barter or the bilateral system of pre- 
war days. It is a defeatist attitude be- 
‘ause it fails to take into account the 
increased skill of British labor and the 
possible extension of markets for British 
goods. 

Probably the greatest influence in the 
shaping of post-war international trade 
is likely to come from accelerated indus- 
trialization of all producing countries of 
the world. There may be only a few 
countries where no appreciable expan- 
sion of industrial plant or no increase 
in productivity will have occurred; 
among them may be France, Belgium, 
Spain, and most of the other conquered 
countries of the Continent of Europe. 
Otherwise, in most of the belligerent 
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Why Corporate Profits 


Will Be Better Than You Think 


BY J. C. CLIFFORD 


Bins year to date American Can stock has had a _fluc- 
tuation range of roughly $14 per share, American To- 
bacco $16, American Telephone $33, Coca Cola $24, 
Chrysler $20, General Foods $9, Bethlehem Steel $17, 
Sears, Roebuck $13, Westinghouse $18. 

These figures exemplify the widely varying valuations 
—even in a period of no more than six months—that 
investors and traders put upon the prospective earnings 
and dividends of any representative common stock. Ob- 
viously the maximum range of variation in market price 
in these typical instances greatly exceeds any conceiv- 
able variation in actual per share earnings and dividends 
over the next several years—regardless of whether the 
pending tax bill will prove to represent maximum for 
the duration of the war or whether corporate taxes may 
or may not be somewhat further raised again next year. 

In short, prevailing stock prices at any time are 
“made” only partly by the statistical factors relating 
to values. They are determined in much greater degree 
by fluctuation of the “state of mind” of investors and 
speculators. This “state of mind” swings from exag- 
gerated hopes to exaggerated fears and back again. It 
is at all times more or less influenced by “the news.” 
Some people think it must be affected by the weather 
or sun spots! 

As measured by successively lower “tops and bot- 
toms” in average stock prices, investment confidence 
(or hope) has been in a major bear trend ever since 
the spring of 1937 or for more than five years. That’s 
much longer than the life span of even the great grief 
of 1929-1932. It is an exceptionally long time for human 
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beings—and investors are human—to look on the dark 
side and wear their mourning clothes. There is tenta- 
tive evidence that “sentiment” may have made a basic 
and lasting turn up since last April. Taxes are going 
to be just as high as anyone feared. The summer war 
news to date is as bad as, if not worse than, most had 
feared. But stock prices are materially higher. One 
way of looking at it is to say simply that a more rational 
perspective on common stock earnings probabilities and 
potentialities is gradually being restored. 


Conservative Accounting by Johns-Manville 


You probably will not object if the writer assumes 
you to be an “average investor.” If you are, your 
perspective on corporate earnings has been of very 
questionable soundness in recent months and may still 
be too low. For example, let us take a brief look at 
one of the first of the very few second quarter earnings 
reports that have been issued by prominent companies 
up to this writing, that of Johns-Manville. 

This company reported $1.24 per share for the quar- 
ter, after allowance of $5,316,684 for taxes. It stated 
that provision for taxes was “based on the estimated 
amount which is believed to be sufficient to anticipate 
the requirements of the rates likely to be enacted for 
1942.” As the Johns-Manville management is addicted 
to quite conservative “allowances” for future contingen- 
cies, it is a pretty good bet that its tax accrual will 
prove entirely adequate. That assumption is reinforced 
when one notes that the tax allowance is some 171 per 
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cent greater than was made in the fourth quarter of last 
year and more than 42 per cent greater than was made 
in the first quarter. 

Projection of second quarter earning power would 
indicate approximately $4.50 net per share for the year— 
though the company may or may not see fit to repeat 
1941’s heavy year-end “war contingency reserve” which 
amounted, in addition to all normal reserves, to approxi- 
mately $1.70 per common share. 

The war contingency reserve is a part of profit that 
was earned and is so considered by the Treasury for 
tax purposes. It is set aside not for known obligations 
but for possible future needs. Its function is to safe- 
guard the future of the company and, therefore, to pro- 
tect the stockholder’s investment. Therefore, it is a part 
of the tangible and potential value of the stock. 

So the company doubtlessly will not object when the 
writer says that, whether or not a further “war con- 
tingency reserve” is set off out of earnings in the year’s 
accounting, its true 1942 earning power under the very 
high prospective taxes is around $4.50 per share. Is that 
good or bad? It depends upon your standard of com- 
parison; in short, upon your perspective. 

It is substantially less than the $6.66 reported last 
year, which would have been about $8.36 without the 
special war contingency reserve; also less than the $6.35 
reported for 1940. But we all know that the war activity 
is Government-financed; that the volume can’t be re- 
garded as we regard competitive peace time business. 
We all know that the record high 1941 earnings of this 
company—and most other active industrial enterprises— 
could not be regarded as normal, continuing earning 
power in war time—but that it was “gravy” temporarily 
allowed by the Government and part of which inevitably 
would not continue. Volume is so huge that if. Federal 
taxes were anywhere near pre-war levels the profits per 
share of Johns-Manville and most other industrials 
would literally be fantastically high. 





Wartime Earnings Contrasted 


But let’s look at it from a somewhat different per- 
spective. Over the five pre-war years 1935-1939 earn- 
ings of this company averaged approximately $3.72 per 
share per year and dividends averaged $2.55 per year. 
From this comparison, indicated 1942 earning power of 
$4.50 and indicated total dividend payments of not less 
than $2.25 look not bad at all but pretty good. 

We have selected this example solely for the sake of 
perspective. Thanks to very large volume, and despite 
higher taxes, the great majority of companies participat- 
ing importantly in the war activity will continue to 
have earnings above the average of the pre-war years, 
many will have earnings very much larger than in those 
peace years and some—of which the railroads are out- 
standing examples—will have earnings substantially bet- 
ter than in 1936-1937, when average market prices of 
industrials and rails were far higher than they are now. 

On the other side of the picture, the majority of 
“peace” stocks and especially the “stable earning” con- 
sumer goods issues, including utilities, will necessarily 
have war-time earnings not only well under the levels 
of 1940-41 but also materially under the average of 
1935-1939—due to the fact that volume has not expanded 
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es 
What the Current Earnings Reports 
Show 
Common Share 
Company Period Earnings 
1942 1941 
Allegheny Ludlum Steel Corp...June 30 quarter h$ .92 h$1.10 
Atlantic Coast Line R.R....... 5 mos, May 31 10.85 5.73 
Connecticut Light & Power Co...12 mos. June 30 2.64 3.06 
Delaware & Hudson R. R. Corp.. 5mos. May 31 3~—««.--- ge ee 
Detrok Stee! Corp...........:. June 30 quarter 45 96 
Ferro Enamel Corp............ 6 mos. June 30 58 1.39 
Granby Consol. M.S & P. Co. .June 30 quarter mi -28 
Kansas City Southern Ry........ 5 mos. May 31 2.90 PY | 
Mullins Mfg. Corp............ 6 mos. June 30 Fh) .80 
Natl. Malleable & Steel Cast. Co .June 27 quarter on .98 
Spencer Shoe Corp............ 26 wks. May 29 .65 .38 
Transue & Williams Steel Forg...June 30 quarter .71 .60 
Mathieson Alkali. ............ 6 mos. June 30 on 1.10 
Alpha Portland Cement Co..... 12 mos. June 30 2.03 1.70 
Amer Tel. & Tel. Co. & Subs... 3 mos. May 31 2.71 2.66 
Amer Tel. & Tel. Co. & subs....12 mos. May 31 10.41 11.19 
Atchison, Topeka & S. F. Ry.... 5 mos. May 31 5.84 143 
Barker Bros. Corp.............. 6 mos. June 30 oe 83 
oY 6 ere June 30 quarter +26 a7 
Electric Power & Light Corp..... 3 mos. May 31 q2.14 2.64 
Johns-Manville Corp........... June 30 quarter 1.24 1.62 
Johns-Manville Corp........... 6 mos. June 30 2.01 3.35 
Lehigh Portland Cement Co..... 6 mos. June 30 2.68 3.32 
MacAndrews & Forbes Co...... June 30 quarter 40 59 
Magma Copper Co............ 6 mos. June 30 1.24 1.96 
NN cov cv euwewewees 5 mos. May 31 2.45 1.73 
Talcott (James) Inc............ 6 mos. June 30 66 64 
TelAutograph Corp............ June 30 quarter 14 11 
Tubize Chatillon Corp.......... 6 mos. June 30 -21 92 
United Gas Corp.............. May 31 quarter 14.80 14.13 
United Gas Colp: ...... 566.5520 12 mos. May 31 117.04 110.99 
Walker (H.)-Gooderh. & Worts.. 3 mos. May 31 2.29 e417 
Westinghouse Elec. & Mfg. Co.. 6 mos. June 30 2.10 4.33 
h—On shares outstanding at close of period. q—On combined 

first preferred stocks. r—On first preferred stock. 














anywhere near enough to offset or mitigate the impact 
of stiff war taxes. 

However, bear in mind that, vary as it may and 
though it is not subject to statistical measurement, 
there is at all times in stock prices a large measure of 
allowance for the assumed “abnormal” or temporary 
influences. Earnings of Baldwin Locomotive this year, 
for instance, will largely exceed per share earnings of 
General Foods, as they did last year; but Baldwin is 
valued in the market today at 1114 and General Foods 
at 3134—and no major part of this gap will be closed. 
In other words, it is just exactly as valid and realistic 
for the market consensus to put a relatively high valua- 
tion on the (assumed) temporarily depressed war-time 
earnings of a seasoned, dividend-paying “peace stock” 
as it is to put a relatively low valuation on the tem- 
porarily inflated war-time earnings of a cyclical, spec- 
ulative stock. Regardless of variations in degree, this 
very sharp distinction will unquestionably _ persist 
through the war period. Despite the growth of opinion 
that the war will be long, it is pertinent to note that 
the better quality “peace stocks” are showing no inclina- 
tion to slip back down anywhere near their earlier lows. 

It need hardly be said that close estimates of 1942 
per share earnings cannot safely be made until the final 
terms of the pending tax legislation are fixed. You will 
recall that the Treasury originally proposed a combined 
normal and surtax of 55 per cent for corporations and 
an excess profits tax of 75 per cent. The House Ways 
and Means Committee offered another plan. First it 
set a normal and surtax rate of 40 per cent and an excess 


THE MAGAZINE OF WALL STREET 





sqm 











pr 
wa 
th 
Wa 


th 
we 
mi 
ers 
ref 


fli 
in 


JU 


ANLUULLAUUAANADY = 


'S 


ww 


6 
J 
B 
1 
0 
B 
B 
D 
D 
0 
5 
? 
3 
3 
] 
4 
J 
5 
4 
] 
) 
} 
: 
F 
} 
) 


ed 








tUUUUUUUUUUHNALIL 


npact 


y and 
ment, 
ire of 
orary 
year, 
gs of 
vin is 
Foods 
losed. 
ilistic 
ralua- 
-time 
tock” 
tem- 
spec- 
, this 
ersist 
yinion 
that 
clina- 
lows. 
1942 
final 
1 will 
bined 
; and 
Ways 
est it 
xcess 


REET 














What a 14% Excess Profits Tax Re- 
fund Would Appoximate on the 
oe e 
Basis of 1941 Operating Results 
Indicated 14% Indicated 
1941 Net Return Return 
Subject to on Equivalent 
Excess Profits Indicated per Common 
Tax Net hare 
iG SiO oases $75,920,000 $10,628,800 $1.22 
Bethlehem.............. 96,667,000 13,533,380 4.53 
(Re aR Ceri 54,833,000 7,676,620 1.35 
Jones & Laughlin........ 12,500,000 1,750,000 1.33 
Youngstown............ 22,288,000 3,120,320 1.86 
oe ee ee ie 26,079,000 3,651,060 2.24 
ECE 19,083,000 2,671,620 1.21 
MM ROME 3. a aleacas saa 116,000,000 16,240,000 1.47 
Union Carbide.......... 38,718,000 5,420,000 .60 
He SO CET 10,862,000 1,520,000 1.22 
Hercules Powder........ 16,686,000 2,336,000 1.77 
Allied Chemical........ 22,583,000 3,161,000 1.32 
Anaconda Copper....... 10,000,000 1,400,000 16 
Kennecott Copper....... 29,341,750 4,107,845 .38 
Phelps Dodge Corp...... 11,333,333 1,586,666 31 
Revere Copper & Brass... 16,000,000 2,240,000 1.74 
Sears, Roebuck. ........ 59,000,000 8,200,000 1.42 
Montgomery, Ward. .... 22,800,000 3,100,000 59 
American Tobacco...... 12,500,000 1,750,000 .38 
Liggett & Myers........ 5,916,000 828,000 26 
Philip Morris & Co...... 3,100,000 434,000 48 
R, J. Reynolds Tobacco. . 8,000,000 1,120,000 11 
International Paper....... 36,150,000 5,061,000 2.77 
Hinde & Dauch......... 2,133,000 298,600 .83 
Mead Goin. << s05ccc0ss 2,050,000 287,000 46 
National Container. ..... 2,250,000 315,000 95 
Union Bag & Paper...... 4,116,000 576,240 45 
Newport News SB & DD. . 9,492,000 1,329,000 1.66 
N. Y. Shipbuilding. ..... 5,192,000 727,000 1.45 
Worthington Pump. ..... 4,763,000 666,800 2.47 
U. S. Hoffman Machy.... 1,157,400 162,000 .14 
Fairbanks Morse........ 6,912,500 967,750 1.61 
United Aircraft......... 80,655,000 11,291,740 4.29 
Martin (Glenn L.)....... 6,857,600 960,064 84 : 
Bell Aireraft............ 10,000,000 1,400,000 4.06 2 
Curtiss-Wright........... 121,885,388 17,063,954 2.30 : 
| RRR a oe 20,041,000 2,404,900 2.22 
On. eee 25,425,965 3,559,635 3.31 
American Car & Fdy..... 48,850,000 6,839,000 11.40 
American Brake Sh. & F.. 3,250,000 455,000 59 = 
American Locomotive. . . 1,167,000 163,000 .21 = 
Central Ry. Signal....... 1,871,000 262,000 81 = 
Lima Locomotive Wks... 1,200,000 168,000 .80 = 
N.Y. Ai Bree... acess 3,350,000 469,000 1.81 a 
Westinghouse Air Brake. . 11,328,000 1,586,000 50 z 
American Can.......... 17,550,000 2,457,000 99 E 
Continental Can......... 2,828,000 396,000 14 5 
Balled Co... 6. ..ccc58% 5,740,000 803,400 2.91 = 
Ex-Cell-O Corp......... 7,010,000 981,000 2.46 = 
Niles-Bement-Pond...... 8,400,000 1,175,200 1.63 = 
General Electric......... 143,300,000 20,062,000 -10 = 
Westinghouse Electric... . 53,700,000 7,500,000 2.39 = 
Standard Oil (Indiana). . . 6,500,000 913,000 59 = 
Columbian Carbon....... 1,266,000 177,000 .33 = 
National Supply. ....... 2,768,000 387,520 .34 = 
Interchemical Corp... ... 1,308,000 183,000 .63 = 
Armstrong Cork......... 3,120,200 436,800 31 = 








FULEUUULEOT ULL ENEUET UNA EUTEA DULVUUEUNDENLOGYROOOOUENOEEYOOUDEGUENAH EMT RND EAT EEYL EGU OUDE EMU EAS EAU TOU eR eN DDT 


profits tax rate of 94 per cent. Donald Nelson publicly 
warned that the latter rate would threaten to lower 
the operating efficiency of industry and thus impair the 
war effort; and it was no secret that Treasury tax ex- 
perts regarded an 80 per cent excess profits rate as about 
the maximum that would be feasible, unless provision 
were made for post-war refunds. So the House com- 
mittee began to retreat. Toward the end of its consid- 
erations, it made provision for a 14 per cent post-war 
refund of excess profits tax payments. Just before its 
deliberations were concluded, it made another sudden 
flip-flop. Provision for the post-war refund was elim- 
Inated from the bill, the excess profits tax rate was 
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placed at 8714 per cent and the combined normal and 
surtax rate was boosted to 45 per cent. 

The bill soon will reach the Senate Finance Com- 
mittee. It remains to be seen to what extent the mod- 
erate views of Senator George, chairman of this com- 
mittee, will prevail; or to what extent other committee 
members, working closely with the Administration, will 
shape the measure to Treasury wishes. Beyond that, 
there will be the ultimate question of compromise de- 
cisions between House and Senate conferees, in which 
“closed-door” influence of Administration pressure will 
also figure. In short, the legislation—like most all Fed- 
eral tax bills—will be made in committee and not by 
debate of Congress. 

So far as there is a general trend in official and Con- 
gressional tax thought or sentiment, it is obvious that 
at present the trend is down from the most extreme 
excess profits tax proposals but up from the lowest 
normal-surtax proposals. The odds seem to be that the 
final normal and surtax rate will amount to very close 
to the 45 per cent now in the bill, but that the 8714 per 
cent excess profits rate either will be lowered or that 
provision will be made for a substantial post-war refund. 

Especially for active arms producers, provision for a 
post-war refund would in many cases make a very large 
difference in per share earnings. For instance, on the 
basis of indicated income subject to excess profits tax in 
1941, a 14 per cent refund would have amounted to $4.53 
a share for Bethlehem Steel, $2.24 for Inland Steel, $1.22 
for U. S. Steel, $2.77 for International Paper, $1.45 for 
New York Shipbuilding, $4.29 for United Aircraft, $3.31 
for Lockheed, $11.40 for American Car & Foundry, $2.91 
for Bullard, $2.81 for Ex-Cell-O, $2.39 for Westinghouse 
Electric. 

In many instances—especially where 1942 volume 
and net before taxes will be much larger than last year, 
as is notably true in aircraft, shipbuilding, machine tools 
and rail equipments—the per share refunds would be 
considerably higher than the above figures. Moreover, 
the building up of this kind of a reserve would be 
cumulative; and if the war lasted two to three years 
longer the total per share amounts subject to refund 
could be very handsome indeed. 

If a post-war refund provision is made, use of the 
returned funds after the war would, of course, be re- 
stricted to purposes that the Government considered 
essential—and the present Government would not con- 
sider its distribution in dividends as essential. Never- 
theless the effect would be to strengthen the financial 
future of affected companies just as does the setting 
aside of special war contingency reserves; and to the 
extent that post-war refund provision amounted to an 
adequate substitute for contingency reserves, some com- 
panies—notably in the aircraft field, to cite but one 
example—might be in a position to pay more generous 
dividends, if expanded earnings due to huge volume 
otherwise permitted. 

The contingency reserves which many companies are 
setting aside under present conditions are, of course, in 
addition to all normal reserves such as those to cover 
depreciation, obsolescence, etc. In the case of most 
industrial companies the latter reserves are all that the 
law—or rather the administrative rules of the Internal 
Revenue Bureau—will allow, (Please turn to page 409) 
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BY LAURENCE STERN 


-_ the standpoint of chemistry, engineering and 
economics the rubber supply problem is complex 
enough. It is further complicated by the intrusion of 
political considerations and the conflicting pocketbook 
interests of various private business groups. Aside 
from the Government — whose decisions, of course, are 
dominant—those with a finger in this pie are the pe- 
troleum, chemical and rubber manufacturing industries 
and the egregious Congressional farm bloc. 

The present confusion surrounding this matter of 
rubber and rubber-like synthetics is somewhat anala- 
gous to the confusion which afflicted the over-all war 
production program until direction of the latter was 
centered in the capable hands of Donald Nelson. The 
analogy points a lesson—but also raises one’s hope. 
Where there is a will and urgent need, a way will be 
found. We are getting war production in earlier and 
larger volume than almost anyone had thought pos- 
sible. Seeming miracles have been wrought. But they 
are not really miracles—just the fruits of all-out effort 
by the most productive and resourceful industrial 
system in the world. 

Regardless of the “practical difficulties” of the rubber 
problem—which are very real and very great—a wholly 
adequate solution will unquestionably be found, and 
probably sooner than our more gloomy prophets think. 
This is not to make light of a formidable problem; but 
at earlier stages of our effort we had similarly formid- 
able problems—some fantastically formidable—as_re- 
gards production of aircraft, tanks, ships, artillery, 
aluminum, ete. Our sights were too low, our vision too 
limited. They still are. There is still a tendency of 
Government officials and “practical” industrialists to 
over-estimate the difficulties, under-rate the potentials 
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of resourcefulness and ingenuity that are open to us. 

Detailed analysis of the rubber problem and prospect 
requires consideration—necessarily very brief and in 
some respects over-simplified for the purposes of this 
short article—of the following: Present supply of na- 
tural rubber; reasonably probable future imports; the 
substitute synthetics available to us; and the essential 
consumption requirements. 

Official statements indicate that our stockpile of na- 
tural rubber in May was around 700,000 tons or about 
the same as at the end of 1941. Evidently imports in 
the forepart of the year, consisting mainly of the final 
shipments from Malaya and the East Indies, roughly 
equalled consumption. From here on the imports will 
be relatively small and the stockpile will progressively 
decline. Only remaining sources of imports are Ceylon, 
Brazil and Africa plus a very modest amount of Mexican 
guayule. Allowing for shipping and other difficulties, 
it is prudent to figure on total of only 50,000 tons from 
all these sources over the next twelve months, though 
it is more likely to be in the vicinity of 70,000 to 80,000 
tons. Since every ton of rubber counts in this situation, 
these figures are not to be sneezed at. Nevertheless, 
they are decidedly secondary in relation to the total 
rubber problem confronting us. 


The Bright Spots 


Speaking in terms of 1942-1943, the maximum possible 
domestic production from guayule or other rubber-con- 
taining plants is so small as to be worth no consideration 
whatever. 

Thus, the essence of the matter is that our present 
supply of natural rubber will have to tide us over what- 
ever period it will take to develop an adequate output 
of the various types of rubber-like synthetics. Mean- 
while, it certainly is wise and essential for the Govern- 
ment—and all of us—to “play it safe’ by conserving the 
available supplies so far as is prudently possible. 

On the other hand, careful examination of ali the fac- 
tors involved suggests that we will get through this tran- 
sition period successfully, that all United Nations war 
needs will be met, that the great bulk of mechanically 
serviceable motor vehicles can be kept in operation with- 
out unduly harsh mileage restrictions, and that there is 
no valid reason to fear a real breakdown of the auto- 
motive transport to which the entire economy has be- 
come so greatly and closely geared over the past gene- 
ration. 

Aside from the 700,000-ton stockpile of virgin rubber, 
the trickle of imports and production of synthetics— 
which is rising slowly now from a very low level but is 
scheduled to rise rapidly next year—there are two other 
important sources of supply: scrap or reclaimed rubber 
and the rubber now in use, especially the tires on our 
many millions of motor vehicles. Reclaimed rubber, 
usually with some admixture of new rubber, has a wide 
variety of uses, especially where maximum resiliency is 
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not required or is not essential. Estimates, and guesses, 
of the amount of scrap rubber available vary widely; 
and beyond certain limits, they are in any event beside 
the point. Some people forget that all available recla- 
mation plants could process scarcely more than 350,000 
tons a year, working at forced draft. Probably we can 
count on something close to that much reclaimed rubber 
in the next year or so, as the current scrap collection 
drive at this writing has already footed up to 334,000 
tons. Due to conservation measures, rate of scrappage 
of rubber in use is, of course, declining. Nevertheless 
the total supply over at least the next eighteen months 
will be considerably larger than the 225,000 tons an- 
nually we customarily made use of in recent past years 
and is an important factor on the favorable side. 

At a press conference on July 7 the President warned 
that the Government may have 


least two years more—assuming proper inflation at all 
times, speeds not greater than 40 miles per hour, periodic 
check of wheel allignment and balance, criss-cross shift- 
ing of tires (including spare) every 5,000 miles, avoid- 
ance of careless scraping against curbs or damage to 
carcass from contact with sharp obstacles, and prompt 
repair of all surface damages. 

It is not commonly realized that there is far more 
rubber in a tire carcass and side walls than in the tread 
which makes contact with the street or highway. Hence 
the amount of tread rubber that can be saved from 
reduced mileage—while important—is much less im- 
portant in relation to the total rubber in the tires than 
is generally supposed. A “worn out” tire contains about 
80 per cent of the original rubber, plus all the rubber 
in the tube, when it is discarded. 

The amount of reclaimed rub- 





to requisition every automobile 
tire in the United States if the 
war situation gets worse. He 
did not amplify the statement 
or permit direct quotes. It is a 


. : derson 
quite logical assumption that 


The rubber supply-consumption pic- 
ture for the United Nations as painted 
by Price Administrator Leon Hen- 


ber or rubber-like synthetics 
that would be needed for suffi- 
cient retreading or recapping to 
keep all mechanically service- 
able civilian cars in use through 
the emergency period — until 


Mr. Roosevelt’s object, for the Sources of supply — i there is enough synthetic for 
; 7 : Stockpile January Po . 2.665.305. 706 428 «spe . 4 
present, is to impress upon the how: ann nn: dalens 453 él new civilian tires as well as all 
public the necessity of conserv- Sista sonia ct... 28 300 United Nations war needs—is 
ing rubber. It may work out Synthetic production U.S. SR... &4 2 also less than is generally imag- 
that way, but I know some au- I occ icccdxns 1,241 861 ined. Sponsors of a bill pending 
tomobile owners—I hope they Requirements in the Senate put it at 88,500 
are not too typical—whose reac- U. S. Army and Air Corps......... 242 356 tons a year, of which 85,000 tons 


tion is: “If the Government is 


U.S. Navy and Maritime Commission 29 37 


would be reclaim rubber. Pri- 


going to take my tires, I’m go- Lend-lease ............-.-. sss e0, 82 82 vate experts contend this is too 
ing to use them to the limit of + A a camer creas secs oa pn high. 

the gasoline I can get mean- Total ae. ....  — ea. An analysis made by the In- 
while.’ That would be the op- Surplus end of year ....... 428 eat stitute of Applied Econometrics 
posite of conservation. Deficit end of year......... .. 5 puts it at 75,000 tons a year, 


If it were necessary to the 
prosecution of the war to take 
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including 20,000 tons for re- 
placement of tires where blow- 





the tires from non-essential ve- 

hicles and put them to essential uses only, no doubt the 
majority of Americans would “take it” with good grace. 
But this is an obviously touchy subject for any democra- 
tic government to deal with. The need would have to 
be very real and demonstrable—not theoretical or con- 
tingent. You can be wholly certain that the Govern- 
ment will explore every possible alternative before it 
takes any such drastic step—and the chances are that 
wholesale requisitioning of civilian tires will not become 
necessary. 

Due to exceptionally heavy purchases of new tires in 
1940-1941, plus reduced mileage driven and better care 
of tires since the rubber shortage struck us, the total 
inventory of tires in use now has more service in it than 
ever before. Under the new conditions we will find that 
tires will last well beyond the 20,000 miles that was the 
average in the wasteful and careless days of peace. 
Reputable and careful private research organizations 
estimate that the average tire now in use will last at 





outs made retreading impossi- 
ble. With careful use, retreads are good for between 
5,000 and 10,000 miles if the tire carcass is sound. 
Moreover, in the matter of retreading, we are depen- 
dent upon neither virgin rubber nor reclaim rubber. 
Here a proven synthetic is already in the picture. It is 
“Thiokol,” manufactured by Dow Chemical for the 
Thiokol Corporation. In recent weeks a study of the 
most feasible way of keeping the maximum number of 
cars in use was made by the Tire Committee of the Au- 
tomotive and Rubber Industries—under leadership of 
Dr. Charles Kettering, noted research engineer of Gen- 
eral Motors and head of the National Inventors Council 
and the decision (duly set before the Government) 
was retreading with “Thiokol.” The chemicals required 
are plentiful, with the exception of chlorine, but ac- 
cording to Dr. Dow, output of the latter can be stepped 
up to meet all requirements. The plant expansion prob- 
lem is also relatively simple and is already under way. 
It is expected by late summer (Please turn to page 410) 
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BY E. K. T. 





Deliberate deficiency operations by Federal bureaus Sugar rationing will be progressively relaxed through 
have become a New Deal technique for siphoning mil- bonus allowances for consumers. Forthright abandon- 
lions of unauthorized expenditures out of the Treasury. ment of rationing would be an admission it never was 
Bureau chiefs intentionally spend more than their necessary. Henderson will strive to avoid this con- 
budget, then go before Congress requesting a deficiency fession by simply upping amounts purchasable under 
appropriation. They’re never turned down. Probably _ ration tickets. 

Price Administrator Leon Henderson will apply this 

formula in offsetting the drastic congressional slash in Pharmacy proprietors have talked prescriptions out 
his original budget allowance. from under price ceilings. OPA considers prescriptions 
subject to the price control law, has so announced. But 
drug lobbyists persuaded the price controllers there’s 
no practical way of arriving at prescription ceilings. So 

















O P A has decided against fixed ceilings, has merely 
Washington Sees: ruled that in pricing prescriptions pharmacists will be 
expected to follow March, 1942, methods. That’s an 
1942 revenue bill as passed by the House is invitation to chisel. 
not a realistic yardstick by which business and 
industry can measure the impact of war and New Opentop cars are the bottlenecks as railroads click into 
Deal deficit financing on capitalistic structures. a test by the year’s greatest seasonal traffic. The roads 
The bill is tough, but not tough enough. It hope to meet the crisis with shipper cooperation. Ship- 
avoids decisions on taxation principles. It lays pers and receivers of coal, gravel, sand, slag, forest prod- 
no permanent formula for raising money. It's ucts, pipe, iron and steel articles and the like are being 
just one of those annual tax bills, to be followed pressed to speed loading and unloading of opentops. 
inevitably next year by another with all the ac- 
companying congressional bickerings and uncer- Federal Subsidy to cover costs of moving petroleum 
tainties for private enterprise. products overland to the East shouldn’t be construed as 
Senate Finance Committee members will strive an opening wedge for a general subsidy program. Price 
to concoct a remedy, to write permanent taxing Administrator Henderson may strive to interpret it as 
principles into the bill, to give the little and big such. Privately, he knows better. Congress is in no 
taxpayer some idea of what to expect in the mood to pass legislation authorizing Henderson to pro- 
future, to avoid the yearly overhauling which tect price ceiling with subsidies. The petroleum sub- 
has become so common and so irritating. They sidy was possible only because it could be granted under 
want a law under which Congress hereafter can existing law. Opposing congressional elements were 
ee —— by merely os low- caught napping and couldn’t do a thing about it after 
wid rates without altering fundamental prin- Commerce Secretary Jones had announced he would 
° pay it. Meanwhile, the OPA promises that, as soon as 
Attainment of this ideal looks improbable. details of the subsidy are worked out, a reduction in 
Prospects point to final enactment of an unsatis- gasoline and oil prices on the East Coast will be effected. 
— ear bill “ year with a renewal Gasoline prices in that area were recently raised 2% 
of the old squabble in early 1943. cents per gallon to compensate the oil companies for the 
greater cost of transporting oil by tank car. 
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Don't scratch off the general sales tax yet. There's still a 
middling good chance it will get into the 1942 revenue bill via the 


Senate. Some Senators — maybe many—would like to (1) write in the 
general sales levy principle, (2) ease a bit the House rates on middle and 
lower brackets, (3) stall the bill in conference until after elections 
so House members wouldn't have to vote on the sales impost until the 
polls have closed. 









Talk of a debt moratorium is bogus. There'll be nothing like | 
that now. To the contrary, the Senate Finance Committee will explore 
possibilities of encouraging debt liquidation by exempting from taxation 
income devoted to debt repayment. Don't be surprised if this idea in 
limited form actually gets into the revenue bill. . 












OPA won't emulate WPB and set up a special review group to 
Simplify,consolidate, and abolish reports required of industry. 
Administrator Henderson consults only his cronies on questionnaires. His 
demands for data are arbitrary, embrace general confidential information 
in no respect essential to price fixing. Henderson planned to pass 
along this confidential dope to other New Deal reform agencies, but an 





















































ough irritated Congress has slapped him into a straightjacket by stipulating 
\don- that information obtained by OPA forms may not be disclosed to others. 
was 

ese Inventory ceilings are on the way but won't arrive for a while 
Inaer 





yet. WPB is temporarily baffled, can't agree on inventory standards. 
This puzzlement is likely to end in WPB directives arbitrarily fixing 
stock maximums for everybody. Such action is still several weeks away. — 
































; out 
pee Power rationing may be entirely avoided this year. With 
1ere’s reservoirs filled by ample rainfall, the likelihood of rationing fades. 
. So Two months ago WPB experts warned New England power executives increased 
erely exports to Canada and subsequent rationing in the northeastern states 
Il be would be unavoidable by fall. Now they've cancelled that notification. 
s an 
Smaller War Plants Corporation will prove a mirage to little 
ee fellows seeking a Federal oasis of blood plasma. This type of blood 
me transfusion just can't save the victims of war restrictions. WPB knows 
Ship- this. Probably SWPC head men know it, too. For that reason, and to 
prod- avoid congressional criticism, SWPC controllers may hastily dispense the 
being authorized loans, then shrug off the blame when results fall far short 
5. of congressional expectations. 
eum Full impact of WPB directives hasn't yet been felt. Shortly it é 
ied as will. Some few companies with facilities reasonably well adapted to war 
Price production may be helped by the SWPC. Thousands of others can't be 
hae: spared critical materials to maintain non-essential production even at a 
ma curtailed rate. They're out of luck for the duration, will wither away 
sole helplessly in immediate weeks. ~ 
“_ Subsidies to meet fixed charges and maintenance costs of 
after distressed plants probably won't be authorized by Congress. If voted at 
would all, they'll come too late to save thousands now on the brink of 
yon as dissolution. Philip D. Reed, WPB chief of the war industries branch, 
ion in claims 24,000 factories will fold by October unless given a subsidy lift. i 
ected. He wants $200,000,000 annually to meet fixed charges and maintenance 
d 2% outlays of those outfits and thereby keep them alive for postwar revival. 
or the His request won't be granted before October —Likely not at all. 
Congress is afraid of the Subsidy parade, fears a "subsidy for all" clamor. 
TREET 
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Don't feel safe from the draft just because you're married. 
Congress wants men with dependents deferred. If you're in this category 
you will be deferred — but only until your board has used up its single 
men. After that the board must still supply its quota, and men with 
dependents will be taken. 








Telephone records throw illumination on the growing business 
casualty list. Approximately 13,000 main telephone lines to business 
were discountinued during 1942's first quarter. This compares with a 
little over 9,000 disconnections in the corresponding 1941 period. 
Discontinuations of telephones operating from private switchboards 
increased from 3,500 to more than 9,000 in the same interval. 








Don't expect any Thiokol recaps for your tires. This amazing 
chemical rubber developed by Dow Chemical Company has proved so 
satisfactory the military establishments want all of it. They'll corner 
all of this year's output. 





Over-hasty conversion of typewriter factories to war production 
has now emerged as a blunder in judgment. Don Nelson's subordinates 
scoffed at cautious typewriter executives last spring, told them the Jap 
couldn't be licked with typewriters, ordered them to convert, later 
speeded up conversion schedules. Nelson concurred, argued publicly the 
nation could return to pen and pencil. Now the WPB Boss learns the war 
can't be fought without typewriters,has asked private business to sell 
the Government 500,000 machines. Nelson's men aren't hopeful this unique 
scrap drive will succeed, are prepared to requisition typewriters. 














Inevitability of compulsory war bond buying becomes more 
apparent each day. Volunteer buying falls far short of Treasury goals, 
will shrink even more under the impact of next March tax accountings. 
But don't expect from Treasury Secretary Morgenthau any admission his 
sales drive is a flop. He will give no go ahead signal on compulsory 
payroll deductions for bonds until after elections. 








St. Lawrence seaway remains indefinitely pigeonholed. White 
House snoopers recently made quiet inquiries, found lawmakers still in 
no mood to handle this hot potato. ‘ 





Farm bloc has won its fight for increased utilization of grain 
in alcohol for war materials. Shortly the output of cereal alcohol will 
be substantially hiked. Donald Nelson has been bullied by Congress into 
this decision. He had to override (1) postwar feed-the-world planners, 
(2) big alcohol makers, (3) Price Administrator Henderson who's afraid 
of being caught with a bigger sugar surplus. 








Cash lending agencies are hard hit by the dwindling supply of 
consumer goods and the shortening of maximum repayment period. They'll 
be further punished as the gap between purchasing power and supplies 
widens. May loans receivable of credit unions, industrial banks, and 
personal finance companies fell off almost $30,000,000. Last year, loan 
receivables in the same month increased $15,000,000. 








Keep an eye on the postwar joker in the Administration's bill 
authorizing the President to seize private automobiles. It stipulates 
that owners selling their cars willingly to the Government may receive 
priority rights to buy a new machine after the war ends. This looks like 
projection of Washington control over the nation's economy into 
peacetime. 
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Inflationary pressures are steadily growing, while control 
measures remain static and inadequate. The price ceilings in effect now 
may be likened to the lid on a pot of boiling water, under which the fire 
is not only burning but getting ever hotter. The Government is sitting 
on the lid—but the steam pressure continues to mount. In due course, and 
not too long hence, something will just have to give way. The steam 
pressure will have to be lowered or the lid will be blown off. 


The farm price problem is about 95 per cent political. With few 
exceptions, there are no important shortages of farm produce; and there- 
fore no economic reason for significant price inflation. But we are 
having it just the same. If you don't know it, ask your wife what she is 
currently paying for meat, canned goods, groceries, vegetable oils, etc. 
Food and clothing are big items in the cost of living. Most foods, as 
well as cotton and woolen clothing, originate on the farms. 


Labor costs are a key part of the prices of all consumer goods, 
usually ranging between 20 and 40 per cent. Basically, stabilization of 
wages is far more difficult than control of farm prices because the 
problem is not only political but economic. There is a real and growing 
shortage of labor. Employers have to bid up to get workers or even keep 
present employees. It's the familiar "vicious cycle." Manufacturer A 
raises wages, so Manufacturer B meets the raise or goes it a bit better. 
By the time the process reaches Manufacturer Z, Manufacturer A finds his 
wage rates again "below the prevailing average" or even "sub-standard" 
‘in union eyes. This is a fine kettle of fish for Price Controller Leon 
Henderson! He merits your sympathy, for he is getting precious little 
help from either the Administration or Congress. 


Consumer buying of general merchandise turned upward consider- 
ably over the past fortnight, ending the recession which followed 
application of retail price ceilings some weeks ago. Merchants again 
are boosting their orders for all available merchandise. With plenty of 
money floating around, a psychological spark could at almost any time 
touch off a renewed rush of consumer "forward buying" which less politely 
is called hoarding. The danger is that official utterances, plus 
inflation emphasis in the daily newspapers, might provide that spark. 


With $150,000,000 to dole out, WPB administrators of the 
program to aid small business firms will make a noble effort. Those 
directly responsible are small business men themselves; know the problem. 
But the cards are stacked against them. War conversion ofsmall plants 
at this late day is really pretty much of a dead duck. Quite aside from 
all other difficulties, there just aren't enough raw materials to go 
around. Plants already in war production will continue to get first 
cml. 





















































Raw_material supply, more than any other factor, will determine 
ithe possible scope of further rise in total production. Able research 
economists estimate that total output of basic raw materials can hardly 
be expanded more than 3 or 4 per cent in the next twelve months. But you 
have to look behind the figure, for it is not quite as significant as it 
seems. 
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Output of aluminum, magnesium and electric furnace steels is 
expanding greatly. Copper can be boosted only moderately. Nickel and the 
more common steels, especially plates for ships, are extremely tight. But 
even without significant change in total output, in some instances 
internal adjustments can solve the problem. Thus, the steel industry will 
expand output of plates mainly by reducing volume of less vital steel items. 





Donald Nelson says our war production next year will approximate 
$75,000,000,000 in terms of present prices, against $45,000,000,000 this 
year. That's the absolute economic limit, he adds, considering materials, 
labor and minimum essentials of civilian life. But with the chief excep- 
tion of civilian durable goods made of metals, the bulk of the war 
production is to be superimposed on civilian production, not subtracted 
from it. : 











You_can take with a big grain of salt loose warnings of some 
officials that the civilian living standards are doomed td skid down 
next year to the level of 1932. That'sapart truth. In terms of autos and 
refrigerators, for example, it will be below 1932. In fact, there will be 
no standard of comparison. There just won't be any such goods. But 
consumers certainly aren't headed for 1932 levels in terms of food, 
clothing, shelter, amusements and sundries. Far from it. * And mdst of us 
can do nicely for the duration with our present refrigerators, radios, 
washing machines, lawn mowers, household ‘tools ,etc. And with our auto- 
mobiles—if we can get gasoline and if the rubber problem is solved before 
our tires wear out. The latter is the biggest "if". Anyway, our feet will 
be just as good as in 1932, or 1929, and the bus services are better! 











Consumer demand is being supplied in sizable measure out of 
previously accumulated inventories. In that sense we are living on our 
fat. But in terms of current civilian production the bulk of the curtail- 
ment —centering mainly in durables —already has been seen. There is 
relatively little civilian-output plant capacity that is now feasible for 
war conversion; and the raw materials now going into civilian production 
do not impinge importantly on war production. That leaves labor as the 
main thing civilian producers now have that war production needs may have 
to take from them in future. Compulsory allocation of labor to war plants 
will scarcely be essential or feasible until well into next year. It's 
easier said than done, but it is a potential threat to the civilian living 
standards. 








Reserve Board index of production level of 180 in June, rise of 
16 per cent in twelve months and more than 63 per cent above average 
production in 1929. Advance in first half of the year was substantially 
restrained by curtailment of civilian durable goods and time-consuming 
war plant conversion and construction. War goods expansion from here on 
will lift the total index more greatly. It probably will approach 200 
next year. Taxes would have to be darn near confiscatory to prevent war 
producers from making pretty good profits. 











Payrolls are rising more greatly than total production and this 
will continue to be the cagBe. There are good reasons for this. Premium 
pay for overtime is one. Another is that, due to the intricacy and 
precision of most types of armaments, the fabrication of a given volume 
of arms requires more man-hours of labor than would be required for 
Similar volume of peace goods. In the first five months of this year, 
industrial payrolls increased 11 per cent, against 8 per cent for 
manufacturing volume and 6 per cent for production of minerals. 
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1942 Mid Year SPECIAL 


Security Appraisals 


for Individual Oils, Chemicals, 
Tobaccos, Railroads and Utilities 
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In the interest of safeguarding accumulated capital and main- 
taining a satisfactorily dependable income from security invest- 
ments, it has always been advisable for investors to re-appraise 
their holdings periodically. It should scarcely be necessary to 
emphasize that this is even more essential now, under the radical 
and numerous industrial changes in a war economy. 


It is to meet exactly this need that THe Macazine or WALL 
STREET, as for many years past, presents its Security Appraisals 
and Dividend Forecasts at six-month intervals. Our subscribers 
in the aggregate hold securities of hundreds of different corpora- 
tions. Extensive analysis would permit coverage of too few to 
be adequately useful. Hence our effort on following pages is 
to present the most pertinent information and ratings, on the 
maximum possible number of companies, as concisely as possible 
for the convenience of our readers. 


Under the pending tax program, the most influential single 
factor bearing upon prospective corporate earning power is the 
company’s “tax credit.” Hence, this is included in all individual 
company tabulations on following pages, where possible. In a 
minority of instances, where for special reasons its accurate 
calculation is impossible, we omit it. The credits are figured 
on basis of 40 per cent normal and surtax. If this should be 
raised to 45 per cent the credits would be reduced by about 
8.5 per cent. 
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In addition we include a general tax rating, as follows: a— 
“Should be able to absorb higher taxes without undue difficulty”; 
b.—‘Not likely to be subject to heavy excess profits taxes”: 
c.—“Higher taxes will probably reduce earnings”; d—Higher 
taxes threaten current dividend rate”; e—‘Higher taxes prob- 
ably will preclude larger dividends.” 


The key to our regular ratings of investment-market quality 
and current earnings trends—last column in the tables, preced- 
ing comment—is as follows: A—High Grade investment cme y; UTILITIES—Page 396 > 
B—Good; C—Medium Grade; D—Marginal; E—Low Grade; - At 
while the accompanying numerals denote current earnings trends < IANA A : 
thus: 1—Upward; 2—Steady; 3—Downward. For example, Al BN AW Zee (a 
denotes a high grade investment equity with an upward current NIN ZZ 4. 
earnings trend, DS a marginal issue with a downward earnings {226 ese | 1b : 
trend. 4 




















y Selected issues which are recommended for safe income are 
denoted with a star symbol preceding company’s name; issues ’ * 
favored for appreciation are marked with a dagger; and issues : 
which we think promising for both income and appreciation are 

marked with an asterisk. Timing of purchases for appreciation 

should, of course, accord with our general trend advice given in 

our regular market analysis in the forepart of each issue. latvia 
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Gas Rationing Serious Handicap 
to Eastern Operators 


; a American petroleum industry has gone “all out” 
for the duration! 

“Oil Is Ammunition—Use It Wisely” is the watch- 
word; and this was indeed inspired: for without 
petroleum and its products, mechanized warfare would 
be impossible, airplanes would be impotent, and navies 
would revert to the era of coal and ashes and cinders. 
Perhaps the most destructive weapon developed in this 
war has been the aerial bomb, carried to a point above its 
objective by airplanes propelled by high-octane gasoline. 
Fuel oil fires the boilers of thousands of American fac- 
tories engaged in war production, while powerful Diesel 
locomotives are hauling countless trains, loaded with 
fighting men and their ammunition, tanks and other 
essential equipment, to points of embarkation on the 
Atlantic and Pacific Coasts. And, of course, without 
sufficient lubricants all mechanical locomotion would 
cease, all machinery become inert! 

In recognition of the vital role played by oil in every 
phase of the war effort, with all that it implies, the 
Petroleum Industry War Council, consisting of 72 repre- 
sentative leaders of the oil trade, has been organized for 
the purpose of consulting with appropriate Govern- 
ment officials with respect to the most effectual wartime 
utilization of all facilities of the industry. Although 
technically the council functions principally as an ad- 
visory adjunct, in actual practice it has become the 
supreme policy-making body, virtually a governing organ- 
ization, of the petroleum industry, authorized to make 
recommendations to the Government and to carry out 
instructions from the Government. 

An illustration of the manner in which the council 
functions is seen in the re-location of certain pipe lines. 
A survey of the entire petroleum industry was con- 
ducted, unused pipe lines and pumping equipment were 
located, and new operating plans inaugurated for relay- 
ing of old lines in order to increase the flow of oil toward 
East Coast points by approximately 200,000 barrels 
daily. Completion of this comprehensive pipeline reloca- 
tion program will involve expenditure of about $30,000,- 
000, and, in this connection, Petroleum Coordinator 
Ickes has asked the War Production Board for approval 
of the proposed undertaking. If early approval is ob- 
tained, it is estimated that the program can be com- 
pleted within six months. The entire expense of these 
projects would be assumed by the oil industry, and new 
materials would be employed only when second-hand 
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Lower Oil Company Profits Seen 
For Final Half of 1942 
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pipe, pumping facilities and other equipment were not 
available. 

Loss of tankers along the Atlantic and Gulf coasts 
since our entry into the war has assumed serious propor- 
tions, gravely imperiling oil supplies along the Eastern 
Seaboard. Shipments of petroleum by railroad and by 
inland waterways have increased substantially, but even 
these enlarged supplies have been far from adequate to 
meet the pressing requirements of industrial and civilian 
consumers east of the Appalachians. Moreover, the cost 
of transportating oil by railroad is several times greater 
than that of an equal volume carried by ocean-going 
tankers. 


















Texas to Illinois Pipe Line Authorized 


It had, therefore, become imperative that summary 
action be taken in connection with pending proposals for 
extension of pipe line facilities from Southwestern fields 
toward the great consuming regions east of the Missis- 
sippi river. As a sequel to their critical situation, the 
W P B, on June 10, 1942, authorized construction of a 
24-inch crude oil pipe line from the East Texas field to 
Salem, Ill., and within a week contracts for the pipe line 
were awarded, and other arrangements for actual con- 
struction had been initiated. The line, which will origi- 
nate at Longview, Texas, (where it will be supplied by 
gathering lines), will be 550 miles in length. Completion 
is scheduled for about Dec. 1, 1942. About 300,000 barrels 
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of crude oil will be delivered daily by this new carrier 
to terminals in the vicinity of Salem, where the larger 
portion will be transported to East Coast refineries by 
railroad and barge. 

The cost of this pipe line is estimated at between 
$35,000,000 and $40,000,000, and will be financed by the 
RFC. It will operate as a common carrier, but will be 
owned by a corporation organized by the major oil com- 
panies which will comprise the principal users of those 
facilities. Adequate supplies of materials essential to 
the completion of this project have been assured by 
the W P B. 


Larger Prospective East Coast Supplies 


Further evidence of official recognition of the impor- 
tance of providing the Eastern Seaboard with sufficient 
supplies of oil is adduced in the recent report of the 
director of transportation in the Office of Petroleum 
Coordination. This statement, which asserts that deliv- 
eries of oil to meet daily requirements will be sufficient 
before the end of this year, was disclosed by the Senate 
Commerce Committee in approving a measure author- 
izing expenditures of $93,000,000 for construction of a 
barge canal across Florida, a pipe line across that state, 
another pipe line from Mississippi to the East Coast, 
and enlargement of the Gulf Intercoastal Waterway. In 
estimating that the overland movement of oil to the East 
Coast was approximately 954,000 barrels per day, in 
mid-June, the O P C official stated that pipe line rear- 
rangement and construction now in progress would add 
approximately 275,000 barrels a day to Eastern supplies, 
when all of these projects were completed later this year. 
It was further estimated that deliveries by tankers would 
reach 200,000 barrels daily, increasing total potential 
deliveries to 1,429,000 barrels. 

While sinkings of oil tankers have decreased materially 
in recent weeks, enemy submarines continue to be a 
grave menace to coastwise shipping. Protection of 
Atlantic and Gulf coast shipping lanes is of transcendent 
importance, and, in this connection, it is stated that 
plans been perfected for patrol of the marine areas by 
large fleets of small armed vessels. The opinion is 
expressed that submarine activity close to American 
shores has passed its peak and that tankers will soon be 
moving again in considerable number. 

Another conspicuous example of the manner in which 
the petroleum industry is assisting our military program 
is provided by the self-contained unit for the manufac- 
ture of aviation gasoline, which has been developed with 
Government assistance. This refining unit has been so 
arranged that small refiners can contribute charging 
stock to a common pool, from which 100-octane gaso- 
line would be produced, as well as essential components 
for synthetic rubber. It is stated that, by this pro- 
cedure, the substantial investment and the time required 
for individual installations of 100-octane equipment 
would be obviated. By-products of the 100-octane gaso- 
line process include butadiene, styrene and _ toluene, 
which constitute important ingredients in the manufac- 
ture of synthetic rubber and of other chemicals essential 
to the prosecution of the war. 

While it is hoped that this program will result in 
greater production of synthetic rubber at an earlier date 
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than contemplated by the plans, it is unlikely that any 
important quantity of such rubber will be available for 
civilian use because of the exigencies of the military pro- 
gram. In commenting on the prospects for such produc- 
tion, Deputy Coordinator Ralph K. Davies states that 
since the severance of this nation from the major portion 
of its source of supply of natural rubber, “the need for 
instituting and expanding programs for the production 
of raw materials to be made into synthetic rubber has 
become increasingly pressing. 

“Tt appears likely that the petroleum refining industry 
can satisfy this need in substantial measure by the appli- 
cation of various processes to existing operations, the 
use of available charging materials, and the maximum 
utilization of existing equipment, without impairment 
of the production program for other war products.” 

Mr. Davies emphasized the fact that the O P C and 
tha petroleum industry are exerting every effort to 
assure the maximum amount of raw material for the 
refining of synthetic rubber as soon as practicable. Util- 
ization of existing equipment will facilitate the saving of 
critical construction materials, as well as of the time 
required for these vital operations. 

With the exception of certain details, the coupon gaso- 
line rationing system for the Eastern states, effective 
July 22, 1942, is virtually complete. While space limita- 
tions preclude presentation of details of this program, it 
may be stated that the basic “A” books, issued to all 
drivers, will be valid for one year and will contain 48 
coupons, each qualifying the holder, for the present, to 
receive four gallons of gasoline. Based on an average 
of 15 miles per gallon, this supply is calculated to provide 
2,880 miles per year, of which 1,800 miles are considered 
to be for occupational driving, and the remaining 1,080 
miles for general household purposes. Persons whose 
occupational driving exceeds 150 miles per month may, 





: Union Oit 
Proposed program of relaying old pipe lines would increase 
flow of oil to East Coast by 200,000 barrels daily—would cost 
about $30,000,000—and could be completed, it is estimated, 
within six months. 
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Loss of tankers has sharply increased shipments by rail—and the railroads’ efforts have 
done much to prevent an even greater shortage than now exists in East Coast areas. 


under prescribed conditions, obtain “B” or even “C” 
books, providing for even larger amounts. Although the 
latter books will normally expire three months from 
issuance, such expiration dates may be extended in the 
discretion of the local rationing boards. 

As a sequel to the appreciably higher costs of trans- 
porting petroleum and its derivatives by railroad tank 
cars from the western producing regions to the eastern 
section of the country, the O P A authorized, effective 
June 29, 1942, an increase in the prices of gasoline, kero- 
sene and light fuel oils in East Coast curtailment areas, 
in order that shippers be compensated for the greater 
expense of transportation overland. The price advances 
allowed amount to 214 cents per gallon on gasoline, and 
2 cents per gallon on kerosene, range oil, tractor fuel 
and certain grades of fuel oils. 

Price Administrator Henderson observed that he pre- 
ferred government defrayment of the higher costs to 
a price increase, but that “arrangements could not be 
worked out at this time.” According to certain esti- 
mates, the tank-car pool has suffered a deficit of between 
$40,000,000 and $50,000,000, and it is anticipated that 
the price increases will enable these losses to be recouped. 
The pool was organized to provide for an equitable shar- 
ing of revenues and excess transportation expenses by 
the oil companies which supply the Atlantic Coast 
regions. 

On July 16, 1942, the OPA promised a reduction 
in such prices as soon as subsidy provisions for absorb- 
ing these higher costs could be determined. 

Proposals for nation--wide rationing of gasoline have 
aroused widespread objections among fiscal officials of 
numerous states, because of the substantial revenues 
obiained from gasoline and motor vehicle taxes. Cur- 
tailment in the use of automobiles and in the con- 
sumption of gasoline has already found reflection in 
reduced income of many commonwealths. 
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For example, in Georgia, 
where normally about 50% of 
state revenues is derived from 
the 6 cents per gallon tax on 
gasoline, such receipts in May, 
1942, amounted to only $1,769,- 
000, being 22% under those of 
May, 1941. On a state gasoline 
tax of 7 cents per gallon, Florida 
collected $1,887,000 in May, rep- 
resenting a drop of nearly 24% 
from the same month a year 
earlier. 

The Port of New York 
Authority, which operates the 
Holland and Lincoln traffic tun- 
nels under the Hudson River, 


nues were $1,390,000, represent- 
ing a decline of 14% from May, 
1941. 

Crude oil production has 
been declining for several 
months. Daily average produc- 
tion for the week ended July 4 
was 3,319,125 barrels, as against 
3,648,720 barrels in the com- 
parable week of 1941. This situation is attributed, 
in considerable measure, to sharply reduced eastern 
consumption, consequent upon inadequate transporta- 
tion facilities for the delivery of crude to the refineries. 





Shell Oil * 


Liberal Depletion Allowance for Tax Purposes 


In general, oil company earnings during the first quar- 
ter of 1942 made favorable comparison with those of 
the corresponding period a year earlier. Larger sales of 
refined products, expanded output of crude oil and higher 
average prices received were principally responsible for 
the satisfactory exhibit. While statistics of second quar- 
ter activities are not yet available, there undoubtedly 
occurred a measure of contraction in earnings, in conse- 
quence of receding gasoline consumption and the pro- 
gressive narrowing of profit margins. 

Recent operations of leading oil companies have been 
variously affected by restrictions placed on gasoline sales, 
by transportation factors, and prospective higher costs 
and taxes. With regard to the latter, the industry occu- 
pies a favorable position with regard to statutory deple- 
tion allowances for tax purposes. 

Net income for the final six months of this year will 
doubtless be considerably under that for the latter half 
of 1941, when sales attained record figures for the indus- 
try, and prices and margins were at more remunerative 
levels. 

Companies operating in the central and western sec- 
tions of the country will be less seriously affected than 
those whose refineries and markets are concentrated 
along the Atlantic seaboard. 

While a more conservative dividend policy on the part 
of the industry is indicated in the near future, strong 
treasury positions render possible the maintenance of 
payments on common by leading petroleum organi- 
zations. 
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Position of Leading Oil Stocks 





Company 


Esti- 
mated 


Tax 


Earned 


Per 
Share 


Rating 1941 


Earned 
Latest 


Year 
Ago 


Estimated 
1942 Net 
Per Share 


1942 
ar $s. 


Investment 
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Rating 


COMMENT 








3.26 


0.89(3) 


0.64(3) 


2.50-3.00 


1.50 


It is doubtful whether the general earnings improvement registered 
over the past year will continue, in view of East Coast restrictions 
bg ms of petroleum products. Regular dividends will prob- 








Atlantic Refining.......... 


5.16 


0.41(3) 


0.98(3) 


1.50-2.00 


0.40 


Concentration of operations in Eastern section of country, where 
gasoline rationing prevails, may continue adversely to affect profit 
trends. Dividends for the year will be well under the 1941 totals. 





*Barnsdall Oil............ 


0.63 


2.25 


0.35(3) 


0.21(3) 


1.00-1.75 


0.15 


Transportation problems and rationing will probably reverse recent 
favorable course of earnings. Higher taxes are also a near-term 
outenty. Finances are strong, and continuance of regular dividend 
rate is 








*Consolidated Oil... ..... 


1.25 


NF 


NF 


0.375 


Restrictions on East Coast 9 deliveries will affect sales in 
that area, ~~ = should be offset b y expanded demand for other 

synthetic rubber and explosive 
comeuneaae Present dividend should continue undisturbed. 








Continental Oil........... 


3.29 


0.76(3) 


0.26(3) 


2.50-3.00 


0.50 


Large portion of sales ‘is in cones not seriously affected by gaso- 
line g. No in dividend rate is antici 








Lo SR eye 


3.70 


NF 


NF 


0.75 


East Coast rationing will ie Gaol oa a oo oa. Deusd for 
aviation gasoline and other 2 well sustained, 
however. Reduction in 1942 erate f is probable, but further pay- 
ments on capital stock this year are anticip 





Pramble OW... . 68 coc ces 


3.93 


NF 


NF 


0.75 


Sales prospects are unfavorably influenced by “gueline rationing, 
as well as i tanker tr facilities. Some diminu- 
tion in 1942 eamings is likely. Further payments, at recently 
reduced basis, are probable. 








Mid-Continent Petroleum... 


2.45 


0.90(3) 


0.28(3) 


2.50-3.00 


0.40 


Nationwide Swhich fo es - ight sutouty fect operations of 
is ly in the Middle West. Further 
dividends phy eS 4 total under tbat aggregate. 











MOONS pace cues clescay s 


1.42 


0.40(3) 


0.22(3) 


1.00-1.50 


Restrictions on certain revenue sources may reverse recent favor- 
able earings trend. Financial condition is strong. Dividend policy 
is conservative, but payments on common will probably equal 
$0.50 distributed in 1941. 





Panhandle P.& R........ 


0.12 


0.32 


0.04(3) 


0.02(3) 


0.50-1.00 


0.10 


Operations are confined to mid-continent area. Extension of gas 
rationing and higher taxes and expenses would be adverse to earn- 
ings. A further moderate distribution on common is possible 
later this year. 








*Phillips Petroleum... . . 


4.34 


3.92 


0.76(3) 


0.74(3) 


3.00-4.00 


1.00 


Possession of extensive pipelines is distinct marketing advantage. 
Natural gas sales provide important revenues. Moderate profit 
recession is probable, but dividends will probably bz maintained 
on regular basis. 





*Plymouth Oil.......... 


1.58 


1.48 


0.45(3) 


0.24(3) 


1.00-1.75 


0.50 


Nearly 60% of production is classified as high-octane crude, 
which is of transcendent importance to war effort. Dividends can 
be tinued at present reduced rate. 








ONO GIN ccc d hides ues 


1.11 


NF 


NF 


Extension of rationing would affect normal income sources, but 
revenues from other products may be enhanced. Finances are 
sound, Some distribution on common is possible before end of 
year. 





¥Seaboard Oil of Del... . 


1.10 


1.02 


0.22(3) 


0.21(3) 


1.00-1.25 


0.50 


Expansion of military and naval demand is expected to offset loss 
of normal markets t on ible nation-wide gasoline 
rationing. Dividends should be continued at regular rate prevailing 
since 1934, 








UT 2 ee 


0.96 


1.33 


0.36(3) 


0.24(3) 


1.00-1.50 


0.40 


ducti of butadi 








¢ y is di facilities for P 
toluene and aviati all indi ble to war effort. 
Gross revenues should be sustained at high level. Finances are 
strong, and additional dividends are probable this year. 














PURONY GAY. ccces cecka sss 


6.03 


1.32(3) 


0.92(3) 


4.00-5.00 


Taxes have i d iderably. Costs have been fairly well 
controlled. Aviation subsidiary prospects are optimistic. Conserv- 
ative payments on common indicated for future. 








*Socony-Vacuum......... 


1.38 


NF 


NF 


NE 


0.25 


Rationing on Atlantic Seaboard is adverse factor. War destruction 
of Asiatic properties is serious. Production of toluene and syn- 
thetic rubber ingredients expanding. Lower earnings indicated. 
Dividend policy will continue conserve: 





Standard Oil, California. . . . 


0.42(3) 


0.37(3) 


1.75-2.00 


0.70 


Restrictions on automobile use a line sales in West would 
be adverse. Offsetting factor is —— military demand. Profit 
—— a prospect. Further dividends, but under 1941 total, 
are probable. 








Standard Oil, Indiana. ..... 


3.17 


NF 


NF 


Contraction in normal demand should be counterbalanced by bene- 
fits derived from sales - toulol tion fuels and sy tu 
ingredients. Net profits for 1941 will probably be lower. Small 
extra dividends are possible later in year. 








*Standard Oil, New Jersey . 


3.47 


5.15 


NF 


NF 


1.00 


B-3 


Atlantic ange asoline rationing and interruption of tanker move- 
ments ha > deced coal perations. Half-year earnings reported 
— under year ccrlier Possible extra dividends later in year 
wi 














*Standard Oil, Ohio.. .... 


7.47 


1.19(3) 


1.47(3) 


5.00-6.00 


0.75 


B-2 


Limitations on gasoline sales and on automobiles use will reduce nore 
mal demand. However, larger military sales should prove bene- 
ficial. Costs have been well-controlled. Small extra distributions 
on are p 








WENO OW occ e ccusican cas 


5.64 


NF 


NF 


Petroleum operations in eastern U. S. A. have been affected by 
gasoline rationing. Shipbuilding subsidiary has large Government 
and private contracts for tankers. Earnings outlook good. Regular 
cash dividends indicated. 





MOVE GO. Soc sc vc ouek mc: 


4.77 


0.73(3) 


0.61(3) 


3.00-4.00 


1.50 


Output of essential wartime products, as an offset to restricted 
civilian gasoline sales, should permit maintenance of high volume 
levels. Net profits may be lower for 1942. Continuation of $0.50 
quarterly dividend is anticipated. 





Tidewater Assoc.......... 


2.09 


0.41(3) 


0.36(3) 


1.50-2.00 


This company would be vulnerable to effects of nation-wide gaso- 
line rationing. Increase in military demand could prove mitigating 
factor. Decreased profits seen for 1942, although regular dividends 
on the common can be maintained. 





*Union Oil of California. . . 


— 


1.19 


1.34 


0.16(3) 


0.27(3) 


0.75-1.00 


0.75 


Sharp contraction in use of motor cars in the West is unpropitious 
factor. However, expanded military sales should prove helpful. 
Some reduction in 1942 net income is likely. No alteration in 
dividend basis is in prospect. 








(3)}—For 3 months. NE—No estimate. NF—Not available. b—Not likely tobe subject to heavy excess profits taxes. Higher taxes will probably reduce 


earnings. Fg ond taxes may imperil recent rate of dividend. *—Recommended for safe i 
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Chemical 
Industry 
Playing Vital 
Role In 
War Effort 


Moderate Earnings Shrinkage 


Foreseen for Future Months 


ii by the tremendous requirements of our 
military program, operations in virtually every division 
of the chemical industry are proceeding at levels never 
before reached in history. Demand in the three princi- 
pal branches more directly connected with the war 
effort—explosives, fertilizer and sulphur—is_particu- 
larly heavy, with prospects of further expansion in com- 
ing months. Domestic consumption of chemicals for the 
first quarter of 1942 was stated to have been about 
15% in excess of that for the similar 1941 months, 
with increases in dollar sales in even greater propor- 
tion for the comparable periods. 

The industry is benefitting substantially from the 
long-range expansion program, initiated in cooperation 
with the Government, in 1939. Possibility of the ulti- 
mate entry of the United States into the world conflict 
was foreseen, and of more immediate concern was the 
pressing need of rehabilitation and enlargement of our 
own military establishment, as well as of supplying the 
reqiurements of the other nations engaged in the struggle 
to preserve world democracy. 

Productive capacity was greatly augmented in the 
intervening years, contributing toward the profit gains 
that have characterized operations of leaders in this 
field. The exigencies of our direct participation in the 
war are compelling further expansion of plant facilities, 
most of which are for Government use and financed by 
Government funds. Completion of these facilities will 
render possible the increased output of chlorine, toluol, 
phenol, sulphuric, nitric and hydro-chloric acids, as well 
as ingredients essential to the manufacture of synthetic 
rubber. 
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Notwithstanding augmented production, there exists 
scarcity in civilian supplies of such leading chemicals as 
ammonia, chlorine, copper chemicals and coal tar 
crudes. In order to assure adequate supplies of chem- 
icals essential to the war effort, numerous items are now 
marketed only under strict priorities regulations. 


New Processes Introduced 


Pressure of wartime needs has compelled the swift 
acceptance of a number of products which had hitherto 
struggled long for recognition. Many new processes and 
techniques have been introduced and are finding increas- 
ing utilization. Included among these are the synthetic 
processes for making organic chemicals from petroleum 
to be used in manufacture of explosives and of synthetic 
rubber; the sea water magnesium process of Dow Chem- 
ical Co., and the ferrosilicon process for the production 
of magnesium which has been developed by Union Car- 
bide and Carbon Co. 

Although demand has increased substantially, the 
advance in prices of chemicals has been of moderate 
proportions. Establishment of price “ceilings” at the 
March, 1942, levels involved little more than nominal 
alterations in price schedules. Actual maximum prices 
had already prevailed in certain lines, notably the 
solvents group, prior to March. 

Because of the widely diversified character of opera- 
tions in the chemical industry, a survey of the situation 
prevailing in the more prominent divisions is pertinent. 

Sales of carbon black have been adversely affected by 
restrictions upon the use of crude rubber in the produc- 
tion of automobile tires for civilian purposes. This loss 
will probably be compensated in some measure by sub- 
sequent utilization in the manufacture of synthetic 
rubber. Meanwhile, further expansion in output is fore- 
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seen for natural gas, principal source of revenues for this 
division. Major portion of income of Columbian Carbon 
Co. and United Carbon Corp. is derived from market- 
ing of carbon black and natural gas, while in the case 
of the former, sales of gasoline are attaining increasing 
importance. 

Conquest of the Axis enemy will be accomplished 


eventually by the sheer weight of armament and muni- 
tions. This means shells and bombs, by the hundred of 
| thousands—yes, and by the millions, must be produced, 
; and this means that output of explosives will rise perpen- 


dicularly until victory is assured! To achieve such pro- 
duction new plants have been erected, to be followed 
by others as speedily as men and materials can be pro- 
vided. The new plants are to be owned by the Govern- 
ment, but will be operated by the chemical companies 
and by other concerns on a management fee basis. 


Leaders in Explosives Output 


Conspicuous among the organizations engaged in ex- 
plosives production are du Pont de Nemours, Atlas 
Powder, Commercial Solvents and Hercules Powder. 
While du Pont is the outstanding factor in the American 
explosives industry, the great bulk of profits is derived 
from other products, including rayon, organic chemicals 
for dyestuffs, cellophane, ammonia, plastics and _ pig- 
ments. Output of Commercial Solvents is also well- 
diversified, including such items as Bourbon and rye 
whiskeys, dry ice, magnesia insulating materials and 
anti-freeze substances. 

Although industrial demand for explosives is over- 
shadowed by vast military requirements, it will continue 
of substantial proportions, in view of the intense activity 
in the coal and metal mining industries, as well as be- 
cause of the growing needs for agricultural and railroad 
maintenance purposes. 

The fertilizer division of the chemical industry, in 
the “fertilizer” year which ended June 30, is believed 
to have registered the highest average earnings in a 
decade. Sales for the twelve months from July, 1941, 
through June, 1942, exceeded 5,938,000 tons, as against 
3,768,000 tons a year earlier, and 5,493,000 in the year 
ended June 30, 1940. Heavy demand for civilian needs 
and for lend-lease purposes was responsible for the rise 
in fertilizer sales during the past twelve months. 

_ Extension of the improvement in fertilizer sales is 
indicated. The strong political and improved economic 
status of the American farmer, considered in connection 
with the increased crop production program, will be 
reflected in broadened demand for fertilizer. Conviction 
that Uncle Sam will be called upon to feed a large sec- 
tion of Europe after the cessation of hostilities is also 
a factor of favorable import, as well as the absence of 
price cutting, in assessing prospects for this branch of 
the chemical trades. 

_ American Agricultural Chemical is one of the leaders 
mn the fertilizer field, operating 31 fertilizer and four 
chemical plants in this country and in Cuba. This com- 
pany has recorded progress in activities along non- 
fertilizer lines, and in 1935 erected an electric furnace 
for production of elemental phosphorus, also for pure 
phosphoric acid and its compounds, for medicinal, food 
and reagent use. Agricultural sales absorb about 70% 
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of output. Earnings have risen progressively over the 
past three years, and cash holdings alone, as of June 30, 
1941, were more than twice current liabilities. American 
Cyanamid Co. is also active in the fertilizer division, 
but such sales now constitute a comparatively small 
proportion of the aggregate. 

Few chemicals find wider utilization in industry than 
sulphuric acid, and none is more important to the war 
effort. This chemical is essential to manufacture of 
smokeless powder, and is also used in preparation of 
fertilizer. Production this year is at record levels, and 
the tremendous demand for explosives purposes will 
doubtless result in a further rise in sulphur shipments 
for the full year. It has been estimated that 1942 ship- 
ments may exceed the 1941 total of 3,401,000 long tons 
by 5% to 10%. Very little alteration in selling prices 
has occurred for several months, with no changes of im- 
portance in production costs, thus permitting larger 
volume to find reflection in expanded operating income. 
From the standpoint of taxation, the sulphur producers 
have also been favored by liberal allowances for de- 
pletion. 

A possible restraining influence upon sales progress 
in the sulphur division is manufacturing capacity. How- 
ever, it is understood that new plants for production 
of sulphuric acid are shortly to be constructed. Pro- 
ducers of sulphur have followed a policy of maintaining 
large stocks of this commodity above ground, for ready 
shipment to accommodate demand wherever required. 

Outstanding in the sulphur division are Freeport 
Sulphur Co. and Texas Gulf Sulphur Co. The latter 
concern is the world’s largest producer of sulphur, ac- 
counting for about 70% of American production. Fol- 
lowing a sharp drop in 1938 net, earnings of Freeport 
have recovered in ensuing years, reaching a post-depres- 
sion peak in 1941. The downward profit trend of Texas 
Gulf was reversed in 1939, with extension of the recovery 
in 1940, followed by a slight recession last year. Higher 





Monsanto 


With production capacity enlarged, the chemical industry is 
operating at new high levels to meet war needs. 
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taxes and costs affected 1942 first-quarter results of both that sufficient supplies of rubber be obtained for mili- 
companies, but it is improbable that any serious con- tary and related purposes, but also to provide, as far as 
traction in net income will be witnessed in ensuing practicable, for commercial and general civilian require- 
months, unless there should eventuate important down- ments. 
ward revision in the substantial tax allowances now per- The resources of the chemical industry have been 
mitted for depletion. enlisted in this undertaking. Various processes for such 
Since the loss of Mayala and the Dutch East Indies, synthetic production have been reported as practicable, 
priticipal world sources of raw rubber, to the Japanese, and, in this connection, it is stated by the chairman of 
increased emphasis has been laid upon the imperative the War Production Board that synthetic rubber output 
necessity of developing our synthetic rubber potentiali- this year would reach 32,300 tons, with 1943 sched- 
ties with the least possible delay, in order, primarily, ules calling for production (Please turn to page 412) 
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, Esti- Earned 2 
i mated Per Earned Estimated Divds. Investment 
' Tax Tex Share Latest Year 1942 Net to Market 
Company Credit Rating 1941 Interim Ago Per Share Date Rating COMMENT 


Air Reduction............ 1.45 c 2.62 0.55(3) 0.59(3)  2.00-2.25 1.50 B-3 Profits have been well-maintained in the face of higher taxes. 
$0.75 extra paid to date this year. Outlook fair for additional 
extra disbursements later in 1942. 











Allied Chem. B Dye ‘ 6.50 a c 9.67 NF NF 9.00-9.50 3.00 B-2 Current trade probably in excess od 1942 record volume. Anti- 
trust suit post; d ford spite ctive higher taxes, 
strong caah position warrants a panes oo extra distribution before 
year-en 





Amer. Agiedt. Chen ' 2.35 b 51.79 1.86(9)  0.64(9)  2.00-2.50 ae 0.60 C-1 ding industrial and medicinal chemical lines, 
~ pode Bn. revenue sources. “Fertilizer oullook satisfactory, 
——— presents no serious problem. Regular dividends seem 
assur 














Amer, Cyanamid ‘‘B" 1.20 b 2.42 0.38(3) 0.39(3) 2.00-2.25 0.45 B-2 Higher income taxes absorbed first-quarter income gains. Com- _ 
pany’s products are widely utilized in war effort. Working capital 
position strong. Continuance of regular payments indicated. 

Atlas Powder.......... 3.40 c 6.13 0.93(3)  1.41(3) 3.50-4.00 1.50 B-3 First-quarter sales gains more than offset by increase in costs and : 
taxes. Company holds large Government contracts. Total 1942 _ 
common dividends may not equal $4.50 payments of last year. + 








Columbian Catbon w, eae 4.38 c 6.57 1.57(3) 2.03(3) 5.00-6.00 2.00 B-3 Decline in normal output will probably be offset by demands of 
war program in coming months. Heavier taxation in prospect. 

— “ened probable, but these will doubtless be well under _— 

tota * 


Commercial Solvents ny 0.35 c 0.99 0.21(3) 0.21(3)  0.50-0.75 0.30 C-2 Wartime demand assures high operating levels for indefinite future. 
Higher costs and taxes seem destined to retard profit progress. 
Further dividend payments are probable later in year, however. _ 


Dow Chemical............ 2.70 ¢ M658 4.88(9) 4.92(9) 5.50-6.00 295  B-2 New $52,000,000 ium plant completed in Texas. Profit 
y be retarded by i urden. Volume pros- 

pect ete ry No alteration in dividend a indicated for near 

uture. — 

















du Pont de Nemours .. 4.85 c 7.50 1.18(3)  1.77(3) 4.00-5.00 2.25 B-3 War business engaging larger portion of facilities. Heavy excess 
profits taxes cut first one net income. Dividend total for the 

year will likely be well below 1941 payments of $7 on the com- 

mon. ~ 


*Freeport Sulphur .. 1.62 < 3.95 0.69(3) 0.88(3) 3.00-4.00 1.00 B-2 High level of operations in prospect for remainder of year. though 
taxes may affect net results. Tax allowances for depletion im- 
portant aid to profits, and reduction in these would be unpropitious. 


Hercules Powder AMT. 2.05 6 4.23 0.93(3) 0.81(3) 3.00-4.00 1.10 B-3 Sales prospects continue sanguine. Added revenues are provided *t 
by operation of Government ‘owned plant making synthetic chem- 
icals and i I type Dividends will probably be 
maintained on present reduced basis. _ 


Mathieson Alkali 1.08 b 1.90 0.37(3) 0.44(3) 1.50-1.75 0.625 B-2 Substantial demand for chemicals assures capteeet capacity oper- 
ations. Impending magnesium output will diversify production. 
Higher taxes will probably reduce 194g dividends under last 
year's total. = 
— c 
Monsanto Chemical 30 eee c 4.92 0.45(3)  0.98(3) 2.00-3.00 0.50 B-2 Production of synthetic rubber chemicals is shortly to begin. Sales 
of regular line of items will continue high. pane taxes have re- 
duced recent earnings. 1942 d not d to reach $3 
paid on common last year. 





























(Tents Gell Siioher.... me 1.52 c 2.35 0.48(3) 0.56(3)  1.50-2.00 1.50 B-2 | of sulphuric acid, essential to war program, will increase. 
Expanded costs and taxes will probably cut 1942 profits. Strong 
cash position should help to maintain regular $2 dividend rate. 


Union Carbide. . . 2.70 . 4.53 1.10(3)  1.14(3)  3.50-4.50 2.25 B.-2 All divisi: ting at virtual capacity, with war require- Re 


ments Offsetting ‘ieanientl civilian demand, Despite higher costs, 
total dividends this year may approximate $3 paid in 1941. 




















*United Catbon. : . B48 b 4.30 1.31(3)  1.36(3) 3.00-4.00 1.50 - B-2 Increasing output of natural gas, the principal profits source, will 
probably for sales of carbon black. Indica- Ww 

ee oe a tions are that regular dividend will be maintained throughout 1942. 

U. S. Industrial Alcohol 1.15 < 2.14 M5.30(12)M2.14(12) NE 1.75 C-2 Higher costs, taxes, and effect of “price ceilings’ may retard 


profit progress. Dividend payments have been conservative, and 
will probably be sustained at approximately last year's totals. 




















‘ai Ne es : 4 * 
Westveco Chicrine , 1.54 c 5.84 ©.74(3) 1.60(3)  3.00-4.00 0.70 B-2 Demands of the war program assure capacity scm ed in all t 
divisions. Despite costs, 
no difficulty in maintaining » he ‘dividend “a .s balance ‘st 
this year. = 
M—Year ending in May. J—Year ending in June. NE—No estimate. NF—Not available. b—Not likely to be subject to heavy excess profits taxes. jee 
c—Higher taxes will probably reduce earnings. *— ded fori and appreciation. *—Recommended for safe income. ap 
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Tax Threats Affect Tobacco Outlook 





Sales Gains Seen for 1942 


= by the steady expansion in consumer income, 
sales in all branches of the tobacco industry have risen 
substantially during 1942, and indications are that this 


favorable trend will persist during the remaining months 


of the year. Cigarette sales will probably exceed 230 


billion, which would compare with over 206 billion for 
1941. Wartime prosperity has also stimulated consump- 
tion of cigars, especially in the higher priced category. 
Moreover, consumption of snuff, sales of which are ° 


with the gains in sales. Labor and material costs are 
rising, and proposed higher taxes also constitute a threat 
to profit margins. Last year, the cigarette companies 
were favored by rather low average tobacco costs, but 
it is a different story in 1942, inasmuch as prices of flue- 
cured and burley tobacco crops harvested in the autumn 
of 1941 had risen about 70% over those of a year earlier. 
Although the amount of high-quality tobacco used has 
been reduced, inventory costs of cigarette makers will 


generally the most stable in the tobacco trades, is probably advance about 10% for 1942. In the cigar 
increasing, particularly in the southern states, where the 
greater portion of this item is marketed. 


Profits of tobacco manufacturers have not kept pace 


division, labor expenses, and prices paid for casing and 
wrapping are also materially higher. Moreover, the 
higher wages paid in numerous (Please turn to page 415) 





Company 


* American Snuff 





*American Tobacco “'B" 


Tax Tax 


Credit 


Earned 


Per 
Share 
1941 


Earned 
Latest 
Interim 


Year 
Ago 





2.29 


2.€4 


4.58 


NF 


NE 


on = — 


NF 


Estimated 
1942 Net 
Per Share 


1942 


Position of Leading Tobacco Stocks 


Divds. Investment 


to 


Date 


arket 


Rating 


COMMENT 





2.50-2.75 


3. 00-4. 00 


2.20 


4.75 


B-3 


iataetiadt 


Further sales prog over near future, counter- 
balancing effects of shane tobacco costs. Higher income 
taxes may affect 1942 earnings, but little change in prevailing 
dividend basis is indicated. 








B-3 


Leaf tobacco costs have risen substantially, while higher excise 
and corporation taxes are in prospect. Lower earings for 
appear inevitable. Dividends will probably be maintained on the 
$0.75 quarterly basis. 





#Bayuk Cigers 








3.91 


0.€6(3) 


0.71(3) 


2.75 3.00 





Consolidated Cigars 





3.43 


do.11(3) 


0.11(3) 


1.00-2.C0 


0.75 


Increased leaf and general operating costs are especially burden- 
some to producers of five-cent cigars, this company’s specialty. 
Nevertheless, earnings should continue to cover regular dividends 
by ample margin. 








Th gh facturing mechanization should help to maintain 
profit margins, despite generally: higher oon and expenses. Pos- 

session of large pr luable asset. Common pay- 

ments this year may pmncet he $1.50 distribution of 1941. 








General Cigar..... 


1.37 


2.79 


0.39(3) 


0.39(3) 


2.50-2.75 


2.25 


First quarter profits were curtailed by greater costs. Higher excise 
taxes will this are substantial. 
Extra dividends, possibly of smaller amount, will probably be 
continued. 








mrteime, G.'W. .... 5... 


5.06 


NF 


NF 


4.00-5.00 


E ic i t in South, principal market for output, 
assures large sales volume. Finances are neem | strong. 
C d liberal distributi on the 














Liggett & Myers “B"’. . . 


4.69 


5.22 


NF 


NF 


4.60-4.50 


Effects of augmented costs and appreciably higher Federal taxes 
will probably be partially offset by sales expansion. Company 
can easily maintain the $0.75 quarterly dividend on the common 
stock recently established. 





Lorillard, P....... 


1.38 


1.44 


NF 


NF 


1.00-1.25 


0.50 


Diversification of output provides excellent measure of sales sta- 
bilization. Higher costs will continue to affect profit margins. 
Strong financial position is enjoyed. ~ $0.25 quarterly pay- 
ment on common can be maintain 





Philip Mortis....... . 


5.18 


M8.14 


8.01(12) 8.14(12) 7.50-8.00 


4.25 


C-2 


Phenomenal sales growth is pontine. offsetting effects of sharply 
increased taxes. However, er tax rises may eliminate this ad- 
vantage. Finances are in excellent condition. Regular dividend 
rate should be maintained. 





Reynolds Tobacco "'B" ic 


2.24 


NF 


NF 


2.00-2.25 


Extension of sales gains, especially in popular lines, is foreseen. 
Higher taxes will ceeney influence profit margins, however. 

will ter no difficulty in continuing recently re- 
duced dividend rate. 











*U.S. Tobacco. ..... 


a 


1.58 


NF 


NF 


1.00-1.25 


0.62 


Demand for principal product, snuff, should be well maintained 
over future months. Financial condition is unusually strong. Divi- 
dend payments for the year will probably be iderably under 
the 1941 total. 








*Universal Leaf... . 


=_ 


5.17 


58.31 


NF 


NF 


7.00-8.00 


4.00 


Higher leaf tobacco prices may be considered constructive revenue 
factor. Increasing income from servicing operations is also antici- 
pated. Outlook offers reasonable assurance of continued regular 
common payments. 





— 








M—Year ends in March. 


ject to heavy excess profits taxes. 


appreciation. 


J—Year ends in June. 


NF—Not available. 
e—Higher taxes will probably reduce earnings. 


(3)—For 3 months. 


(12)—For 12 months ending i in 1942. ir to be _ 


*—Recommended for safe i an 
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Railroad Traffic At All-Time Peak 


Earnings Will Be Maintained at High Levels 


— of the United States into the world conflict 
has found the American railroad systems in excellent 
position to handle the tremendous volume of freight and 
passenger traffic consequent upon expansion of our 
armament program, and upon movement of the’ vast 
number of troops to strategic points throughout the 


country. During the past decade or more, the great 
transportation companies have devoted a large portion 
of their revenues to rehabilitation of roadbed, to mod- 
ernization of rolling stock, and to extension of facilities, 
with such gratifying results that when the crisis came 
in December, 1941, they were ready—ready to meet 
every emergency, in a manner that has exceeded even 
the expectations of seasoned railroad veterans. 

Carloadings in the first 28 weeks of 1942 aggregated 
22,669,000 cars, as compared with 21,467,000 cars in the 
corresponding 1941 period, representing a rise of 5.6% 
over last year, and 24% over the similar 1940 period. 
The moderate percentage rise in 1942 carloadings does 
not, however, provide a clear presentation of the marvel- 
ous progress which has been achieved in the movement 
of freight since the beginning of this year. For example, 
in the three months ended with March, net ton miles 
of the Class I railroads were 29% above those for the 
similar 1941 quarter, and 22% over the total for the 
same months of 1929. Further expansion in the rate of 
gain occurred during ensuing months, and estimates 
place the aggregate ton miles for the five months ended 
with May, 1942, at about 35% over the total for the 
same 1941 months, and 27% over the comparable 1929 
aggregate. 

Among the specific factors responsible for the growth 
in freight volume this year may be mentioned the fol- 


394 


lowing: sharp shrinkage in inter-coastal water traffic, 
the vast increase in production of war equipment of 
every type, more efficient loading of box cars, and longer 
train hauls. And now, with the initial movement of the 
1942 wheat crop requiring use of additional equipment, 
new traffic maxima will unquestionably be established 
in 1942. 

The increase in passenger revenues has also been ex- 
tensive during 1942, being attributed not only to normal 
economic improvement, but also to transportation of 
armed forces throughout the country, as well as larger 
demand for accommodations resulting from restrictions 
on use of private automobiles. 


Wide Gains in Interim Profits 


Expansion in railroad operations throughout the coun- 
try finds reflection in substantially increased net income, 
and earnings of Class I railroads for the first five months 
of 1942 (with May estimated) were approximately 
$212,000,000 as against only $119,000,000 for the similar 
1941 months, or an increase of nearly 78%. 

While gains have been general among the carriers, 
the most commendable earnings improvement this year 
has been registered by Atchison, Atlantic Coast Line, 
Baltimore and Ohio, Delaware & Hudson, Illinois Cen- 
tral, Kansas City Southern, Southern Pacific, Southern 
Railway and Union Pacific. 

If the general expansion in railroad operations is main- 
tained to the end of this year—and of this there appears 
little doubt—gross revenues for 1942 will reach new 
record figures, surpassing the 1926 peak of $6,382,000,000. 
However, it is extremely (Please turn to page 412) 
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Position of Leading Railroad Stocks 










Company 


Esti- 
mated 


ax 
Credit 


Tax 


Earned 


er 
Share 


Rating 1941 


Earned 
Latest 
Interim 


Year 
Ago 





1942 
Estimated Divds. Investment 


1942 Net 
Per Share 


to 
Date 


arket 
Rating 


COMMENT 





xAtchison, T. &S.F.... .. 


9.90 


5.84(5) 


1.13(5) 


12.00-13.00 


3.50 


c-1 


Recent increase in dividends reflects continuing improvement in 
earnings, notwithstanding higher wages, taxes and expenses. 
Maintenance of current profit trend indicated for next few months. 





tAtlantic Coast Line... .... 


13.51 


10.85(5) 


5.73(5) 


24,00-25.00 


Broad expansion in profits so far in 1948, with little seasonal 
diminution anti renders p some disbursement on 
the common shares later this year. 








Baltimore & Ohio......... 


7.31 


2.25(4) 


0.66(4) 


4.00- 5.00 


Necessity of devoting large portion of net income to sinking fund 
purposes, as well as problem of meeting large debt maturities in 
— few years, p tion of dividends on equity 
issues, 








Canadian Pacific........... 


2.19 


Maintenance of improved operating income is expected for near 
future. However, disbursements on the ordinary shares do not 
appear in early prospect. 





xChesapeake & Ohio... .. 


5.79 


1.23(5) 


1.39(5) 


2.75- 3.00 


2.25 


Despite slight drop in net income, compared with a year ago, 
maintenance of regular $3.00 dividend rate is foreseen. Conserva- 
tism may dictate dispensing with extra distribution this year. 





MTOR hoses snweswens 


2.99 


1.62(5) 


NF 


3.00- 3.25 


0.50 


R ization has bly strengthened this road's financial 
structure. Revenue gains continue extensive. Recent initial dis- 
tribution of $0.50 on common stock may be only payment this 
year. 








Great Northern Pfd........ 


6.72 


1.18(5) 


0.40(5) 


5.00- 6.00 


1.00 


Higher earnings, and appreciably stronger cash position, provide 
basis for belief that 1941 distribution of $2.00 per share may be 
duplicated this year. 





Mlinois Central............ 


6.95 


5.30(5) 


2.99(5) 


8.50- 9.00 


hi 





Need for conserving liquid with p 
of meeting large R F C obligations, pote te aivideed consideration 
extremely remote. 








Kansas City Southern....... 


1.97 


2.90(5) 


0.71(5) 


4.00- 5.00 


Operations are benefiting from diversion of petroleum traffic from 
tankers to railroads. Road has no near-term large maturities. Normal 
payments on non-cumulative preferred are possible for 1942. 





*tLouisville & Nashville. ... 


16.65 


3.59(5) 


3.63(5) 


10.00-12.00 


5.00 


Net income is again running ahead of a year ago. following a lag 
earlier in the year. Further disbursements, equalling the 1941 
total of $7, are probable this year. 





Miss,, Kans., Tex.......... 


d6.57 


d1.12(5) 


d3.55(5) 


NE 


Railway operating income has shown substantial gains in recent 
months. However, unimpressive fiscal status, as well as defic . oper- 
ations on common shares, preci: of divi 








tNew York Central........ 


4.07 


1.76(5) 


1.39(5) 


4.00- 5.00 


Road has made llent prog in reducing funded and floating 
por a Improving status may inspire consideration of a modest 
distribution on the common before the year-end. 








mY, C. & &. Louls...... 


13.30 


31.18 


6.77(5) 


7.32(5) 


15.00-20.00 


Expanded industrial activity in Middle West aiding operations of 
this road. However, large preferred accruals—$66 per share as of 
July 1, 1942—render common dividends remote possibility. 








Norfolk & Western. ....... 


18.69 


5.22(5) 


7.45(5) 


12.00-15.00 


5.00 


Gross benefiting from substantial shi ts of coal to ore produc- 
ing centers. Railway tax accruals are considerably over those of a 


year earlier. Maintenance of regular rate seems assured. 








Northern Pacific........... 


3.13 


0.80(5) 


do.12(5) 


3.00- 3.50 


te + 





Abnormally large westbound freight 3 
upon war in the Pacific, are having salutary infl upon reve 
Earnings in recent years have been unimpressive. 








*Pennsylvania............ 


4.41 


1.18(5) 


1.06(5) 


3.00- 4.00 


1.00 


Satisfactory earnings prospects pave way for further distributions 
this year, probably equalling $2 payment of 1941 





Pere Marquette........... 


4.56 


0.84(5) 


2.22(5) 


2.00- 3.00 


Revenues earlier this year were adversely affected by changeover 
of automobile industry to war basis. Improvement now indicated. 
Large preferred Pp ti on 
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4.67 


2.45(5) 


1.73(5) 


4.00- 5.00 


0.75 


A +h. 


Heavy d for ite, in anticipation of winter 
needs, is stimulating freight movements. Continuance of regular 
$1 rate on common is indicated. 











{Southern Pacific.......... 


9.21 


5.48(5) 


2.44(5) 


11.00-12.00 


Net income running well ahead of last year, despite large railway 
tax accruals. Serious consideration may be afforded payment on 
capital stock in not distant future. 





Southern Ry.............. 


12.61 


5.24(5) 


3.48(5) 


11.00-12.00 


Announced policy of management to place its financial ‘house 
in order" in of t from war to peace basis implies 
that no dividend action is in near-term prospect. 








*Union Pacific....... .... 


11.19 


3.58(5) 


0.77(5) 


9.00-10.00 


4.50 


Profits are running far ahead of year-earlier results. Company 
derives important income from i and oil prop 
Continuance of $6 rate is indicated. 








Western Maryland......... 





1.17(5) 


0.70(5) 


2.00- 3.00 


Earnings are exhibiting some gains over a year ago. Dividends on 
common shares are, of course, out of the asa 
of heavy accumulations on the first a ee 














(3)—For 3 months. 











a 


(4)—For 4 months. 
wedue difficulty. b—Notlikely to be subject to heavy excess profitstaxes. ¢—Higher taxes will probably reduce earnings. *—Recommended for safe income. 
t+Recommended for cyclical appreciation. 


(5)—For 5 months. 


NE—No estimate. 


NF—Not available. a—Should be able to absorb higher taxes without 
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Utilities Face Mounting Tax Threat 


Most of Present Dividends Will Be Covered for 1942 


Tre reasons, mainly political, for the drastic long-term 
decline in values of public utility equities in the decade 
preceding the start of the war are by now a familiar 
story to all investors. By earlier comparisons, these 
stocks seemed badly depressed in 1939, during which 
year the Dow-Jones utility average never got above the 
high of 27.10 made about a month before the outbreak 
of the war. But in comparison with what has happened 
since—this average of 15 representative issues having 
sunk to an all-time low of 10.58 in late April and today 
being only at 12 or a trifle less—the prices of the pre- 
war year 1939 look in retrospect like bull market levels. 

When the war began, many stocks rose sharply for a 
few weeks—especially such assumed “war baby” types 
as steels, metals, aircraft, etc. Utilities, with nothing to 
be gained from “the European war,” eased a bit but not 
too badly. The worst level reached in the immediate 
war reaction was 23.41 or well above lowest figure made 
earlier in that year; and by the start of 1940 the average 
was back to 26.45. 

In the sudden market collapse which followed the 
German sweep through the Low Countries and France 
in the spring of 1940, the utility average dropped to a 
low of 18.03—but, generally speaking, the group was not 
weaker than the general market. Moreover, by early 
November of that year it had recovered to a high of 
23.44 or about equal to the midway level of the range 
of 1939. It was from the latter point—23.44 in the 
average—that there began the persistent, 18-month de- 
flation which by the end of last April had reduced the 
composite market value by nearly 55 per cent. 

The whole period of November, 1940, until recently, 
was of course the period in which security prices were 
discounting: (1) entrance of the U. S. into the war; 
(2) deflationary impact of increased war-time taxes and 
greatly broadened Government economic-financial con- 
trols; and (3) in late 1941 and early 1942, the psycho- 
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logical shock of initial serious war reverses for the 
United Nations. Because of the inflexibility of utility 
rates and operating costs on the one hand, and the rela. 
tively limited potential for expanding gross revenues in 
the case of most systems, it need hardly be emphasized 
that this industry is notably vulnerable to the sharply 
higher Federal taxes now in effect and to the still higher 
taxes in early prospect. 

From a statistical point of view, it is fairly simple to 
figure what representative utilities could earn this year— 
and what dividends such earnings would support—on 
the basis of the 45 per cent combined normal and surtax 
rate and the 8714 per cent excess profits tax rates in the 
present House version of the tax bill. 


Imponderables in Utilities Appraisal 


But there is no certainty that these will be the final 
rates—and, furthermore, no purely statistical approach 
to the 1942 earnings and dividend potentialities of utili- 
ties can give more than a partial answer to potential 
market values. The imponderables of the utility situa- 
tion, as for some time past, are a considerably more 
effective drag on utility market prices than are the 
statistics of earnings and dividends. The important im- 


‘ponderables are, of course, (1) the general hostility of 


the present Government to the utilities at worst and at 
best its indifference to the pocketbook interests of utility 
investors; (2) the duration of the war; (3) additional 
possible increases in taxes next year if the war situation 
is still critical. 

Few utilities are subject to excess profits taxes. Even 
in the case of the exceptions, the figures involved are 
much smaller than the total of normal and surtaxes. 
As a result, the belated action of the House Ways and 
Means Committee in raising its proposed normal-surtax 
rate from 40 per cent to 45 per (Please turn to page 415) 
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Position of Leading Utility Stocks 





Company 


Earned 
Tax Per Share 
Rating 1941 


Earned 
Latest 
Interim 


Year 
Ago 


Estimated 
1942 Net 
Per Share 


1942 Investment 


Divds. 
to Date 


arket 
Rating 


COMMENT 





xAmer, Gas & Elec....... 


2.72 


2.58(12-5) 


2.90(12-5) 


2.25-2.75 


by er moar gy = assures i oop mo yo oe eye 


margins, but Ann 3 common dividends should be ofiecting os 








Amer, Light & Tract....... 


1.94(12-3) 


1.79(12-3) 


1.50-2.00 


0.90 


Cc-2 


Liquidation of company is aaeepeniehs aa according to official advices. 
Such pond :~ sequel to SE C order requiring disposal of certain 
investments in utility and paper concerns. 





American Tel, & Tel....... 


10.36(12-2) 


11.22(12-2) 


9.50-10.00 


6.75 


py eae: popes apne pow Beare 
$ may even compe 

the. $9 canes dividend rate, which has been maintained unin- 

terruptedly since 1922. 





American Water Works... . 


0.89(12-3) 


1.11(12-3) 


0.75-1.00 


Advance in Federal taxes will doubtless adversely affect future 

ings, notwithstandi panded revenues. a plan 
fps pesca Say haces of dividend rate 
is considered uncertain, in view of reduced net. 





Columbie Gas & Elec ..... 


0.09(12-3) 


0.35(12-3) 


0.15-0.25 


Recent earnings have been reduced by enhanced ¢ a he taxes. 
with continuation of this trend indicated. R 
dividend payments is possible. 








Commonwealth Edison. .... 


2.10 


1.78(12-3) 


2.31(12-3) 


1.50-1.75 


1.25 


Area served by this company continues to benefit from war pro- 
gram. Company can, in all likelihood, maintain dividends at re- 
cently reduced rate. 





Consolidated Edison....... 


1.90(12-3) 


2.11(12-3) 


1.50-1.90 


Company is obtaining comparatively little oom 6 from the war 
‘ogram. Substantially increased taxes are 
| maintenance of $1.60 rate on common stock os uncertain. 





Consolidated Gas, Balt... . 


b 


4.64 


1.84(5) 


1.98(5) 


4.00-4.50 


2.70 


Intense industrial activity in this region assures high revenue levels, 
over near future. Present $3.60 common dividend rate seems 
reasonably secure. 





Detoit Edison............ 


1.96 


1.67(12-5) 


1.79(12-5) 


1.20-1.80 


Completion of change-over of Detroit area to war basis will benefit 
revenues. Higher Federal taxes, however, may result in net income 
under 1941 levels. Indications are that existing dividend basis can 
be maintained. 





Electric Power & Light. .... 


0.67 


0.69(12-4) 


d0.02(12-4) 


0.50-0.75 


Company is [= ame el partial Payments on senior —- 
Plan for simplification of ™ p 
of certain properties, is before S E C. 








Federal Light & Trac....... 


1.58 


1.55(12-3) 


1.70(12-3) 


1.00-1.50 


0.50 


Although enlarged provisions for taxes have retarded profit prog- 
ress this year, prospects are that extra di: ions on the common, 
perhaps lower than those oaid in 1941, will be continued. 





Inemational Tel. & Tel... .. 


0.004 


NF 


NF 


Operations of this system have been seriously disrupted by war. 
Revenues will doubtless continue insufficient completely to cover 
fixed charges, compelling the utilization of cash resources to main- 
tain interest payments. 





Louisville G. & EL "AY... 


2.03 


1.94(12-4) 


1.95(12-3) 


1.75-2.00 


0.75 


Substantially enhanced provisions for Federal income and excess 
profits taxes have absorbed revenue gains in recent months. No 
alteration in dividend rate is foreseen for near future. 





National Power & Light... . 


1.03 


0.68(12-5) 


1.30(12-5) 


0.75-0.90 


a -s tual 





Common shareholders may receive f: t in 
dissolution of this holding company. Because of dividend restric- 
tions on subsidiary stocks, resumption of dividends on common 
stock in near future is improbable. 





Niegara-Hudson Power... . 


0.66 


0.52(12-3) 


0.73(12-3) 


0.50-0.75 


Heavily industrialized region served assures large subsidiary 
revenues. Income gains, however, will continue to be absorbed 
by higher costs and taxes. Therefore, resumption of payments on 
common shares is not anticipated for early future. 



































North American Co....... 






1.92 


1.95(12-3) 


1.75(12-3) 


1.75-2.00 


a 


System properties are y situated to benefit from war- 
time activities. Revenue gains will probably be offset by Meany se 
taxes and labor and material costs. Dividends, which have been 
paid in stocks since 1940, will probably be continued. 








Paific Gas & Elec......... 





2.31 


2.13(12-3) 


2.54(12-3) 


2.00-2.25 


1.50 


Gains in operating revenues recently have been more than offset 
by tise in expenses and taxes. Strong cash position should aid in 
g dividends at regular $2 rate. 














huific Lighting........... 


3.35 


3.30(12-3) 


3.32(12-3) 


2.75-3.00 


Earnings will probably be unfavorably influenced by heavier taxes 
and age a costs. There exists some doubt whether common 
dividends will be ined at current annual rate. 











Peoples Gas,, L. & C..... 


6.84(12-3) 


4.65(12-3) 


6.00-6.75 


C-1 


Course of earnings has been upward during the past several months, 
Dividends at indicated $4 rate should be easily maintained. 





Public Service of N. J...... 





2.04 


1.45(12-4) 


2.50(12-4) 


1.50-1.75 


C-3 


poopy serious declines in earnings are probable for near future, 

° in Federal tax rates. It 
appears likely, therefore, that 1942 common dividends will be 
y below the $1.95 paid last year. 

















2.19(12-3) 


2.27(12-3) 


1.375 


Tax accruals, in excess of present effective rate, have curtailed 
recent profits. Regular dividends should be maintained on common, 
but extra disbursements may be eliminated. 










d0.24(12-4) 


do.58(12-4) 


Substantial arrears exist on preferred issues. Deficits continue to 
2 oa on the common shares, upon which little value is in- 
ica’ 











0.69(12-3) 


1.00(12-3) 


0.50-0.75 


System earnings in the first quarter of 1942 were reduced by in- 
creased cosseting costo and taxes. Common stock disbursements 
for year will probably be well under 1941 payments. 










1.92(12-5) 


2.37(12-5) 


1.50-1.75 


1.125 


Earnings continue to recede, under impact of higher costs and taxes. 

Extension of this trend, considered in connection with capital re- 

qu uirements for construction, could impel a downward revision of 
@ present common dividend tate. 









7.05 


1.96(4) 


2.04(4) 


5.50-6.00 


1.00 


Senate passes bill authorizing merger of company with Postal 
Telegraph. Earmings recovery is continuing, despite advanced 
costs and taxes. Further dividends are le later this year. 











NF—Not available. 
3rd, 4th or sh month of 1942. 


A—Stock eagpoer 1 on 
b—Not py ay to be su onane to heavy e 


(3), (4), 





d for safe i 


ee 


appr 


(5)—For 3, 4or 5 months. (12-2), (12-3), (12-4), (12-5)—Twelve months ended 
xcess profits taxes. c—Higher taxes will probably reduce earnings. 


*—Recom- 
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Group Interest First 


“Referring to your Progress Report of June 27th, I 
concur in your suggestion to form a stockholders’ organ- 
ization and am willing to contribute to that effort. 

“It is evident that group interests are the only ones 
which receive attention, politically, today. The mere 
suggestion of a politician stating in public that he 
thought stockholders had some rights in our economy, 
would only get a big laugh at the present time—but 
suppose, in this league you contemplate, you had a mil- 
lion voters—certainly that is no laughing matter to a 
politician or even a New Deal bureaucrat. In other 
words, I think the approach to the endeavor should be 
political. 

“Your organization difficulties may be great—but the 
farmers are pretty well scattered over our country and 
vet we have seen them grow into the second most pow- 
erful political group, by concentrating the fire of their 
ballots. 

“In our business system the stockholder either per- 
forms a service for which he should receive a reward or 
he does not. If he does then it behooves him to fight 
for his reward—and the success of Union Labor as the 
number one political power and the Farmer as number 
two, certainly points the way.” 

Warp Byers, 
Kansas City, Mo. 


Thanks 


“I am a regular subscriber and at this time wish to 
compliment you on the splendid work you are doing 
under the heading of your Stockholders’ Forum column. 

“I further agree heartily with the various suggestions 
made that we small investors should form a national 
organization and I wish to go on record as being recep- 
tive to joining any organization for this purpose. 

“It appears to me it would require the facilities and 
prestige of a publication such as yours to properly launch 
such a movement and I feel confident that when you 
consider the proper time has arrived you will institute 
such a proceeding.” 

Gus E. GrarMULLER, 
Forest Hills, N. Y. 


An Executive Replies 


“My attention has just been called to a letter in a 
recent issue of your magazine by Mr. M. S. Kleppe of 
Great Falls, Montana, in which he mentions the vote of 
this Company’s stockholders at the annual meeting on 
April 8th on the Company’s purchase of paid-up annui- 
ties. Although Mr. Kleppe’s remarks would indicate 
that the annuities were bought for the benefit of officers 
and directors, such was not the case. Actually they 
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were purchased for former employees already on the 
retired list and covered service by them prior to the 
adoption of the Company’s insured general retirement 
program in 1937. The annuities did not cover any 
former officers and directors who were on the retired list 
and, of course, do not apply to present officers and direc- 
tors now active. 

“All of these details were carefully pointed out to 
stockholders in the proxy statements sent to them for 
their vote at the annual meeting. A full explanation of 
the entire matter was also given in the Company’s 
annual report, which you will note on pages 9 and 10 
of the marked copy going forward to you under separate 
cover. The number of shares voted in favor of the 
annuity purchase represented over 70 per cent of the 
total common stock outstanding.” 


H. W. Prentis, Jr., 
President, Armstrong Cork Co., 
Lancaster, Pa. 


For Fair Remuneration 


“T have noted with interest your Stockholders’ Forum, 
and am in favor of your idea of a stockholders’ organiza- 
tion (both to protect investors against bad practices 
by corporation officials and against unfair and oppressive 
legislation by State and Federal Governments) pro- 
vided such an organization is conservative in its policies. 
I make this proviso because if such an organization 
became dominated by suspicious or disgruntled in- 
vestors, it might so hamper corporation managements 
as to do us more harm than good. 

“For example, the frequent criticism of the high 
salaries paid to executives in periods of depression when 
the stockholders are receiving reduced dividends or 
none, seems to me very ill judged. It is most of all in 
stringent times that I want an executive competent 
enough to command a high salary at the head of any 
company in which I am an investor, to keep the com- 
pany out of bankruptcy and carry it through the crisis 
in the best possible shape. On the other hand, the 
policy of retirement pensions for high-salaried executives 
seems to me grotesque; such pensions are justified only 
for people whose salaries are so close to their necessary 
living expenses that they cannot well save up enough 
to provide for them in old age. And the policy of 
bonuses to executives is one in which careful discrimina- 
tion needs to be exercised. In so far as the suggested 
investors organization would be guided in its course of 
action by THe Macazine or Watt Street, I would 
have no fear of its going far astray. I have consider- 
able confidence in the temperate wisdom and _ justice 
of your views.” 

C. Lacy Locxert, Jr., 
Nashville, Tenn. 
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Unwise Management Is the Exception 


“IT am heartily in accord with your Stockholders’ 
Forum. I feel that it is needed not only in regard to 
management, but to safeguard what few rights we have 
been permitted to retain as the football of the political 
world. 

“Most of us have suffered at some time because of 
unwise management. But I feel that that is the excep- 
tion rather the rule, and I am sure that management, 
in the main, will be only too happy to go along with 
any organization that is working to better the stock- 
holder’s position.” 

HeEiLen Eacer, 
Svracuse, N. Y. 


Beginning to Get Results 


“As one of your subscribers, I want to thank you for 
the articles that you are running under ‘Stockholders’ 
Forum.’ You certainly are doing a good work and, I 
believe, beginning to get results. I am one of those hard- 
working Americans who puts most of his earnings in 
corporations, and I have stock in a number of large 
concerns that are listed on the New York Stock 
Exchange. 

“I wrote a letter recently to Curtis-Wright Corpora- 
tion, condemning their policy of extremely high salaries, 
and having supplemented that the last year or so with 
pensions and bonuses. I hope the time will come when 
the small stockholders will make an effort to attend the 
annual meetings and express their condemnation of the 
way the management, most of whom have very little 
stock, are robbing the stockholders. 

“I am writing my Congressman and one or two other 
Congressmen and Senators about the articles in your 
magazine along this line, and I hope you have taken 
the advice of some of your subscribers and furnished 
the proper committee in the Senate and lower house 
with this valuable information.” 

H. R. Davis, 
Dallas, Texas. 


Too Many "Yes" Stockholders 


“T have read with considerable interest the comments 
of stockholders in the Forum section of your publication 
and am heartily in favor of some action to curb this 
racket of executives. 

“The S E C has brought this to the attention of stock- 
holders in compelling companies to state interests of 
directors when asking for proxies. 

“The indifference of stockholders in handling proxies 
seemed to have caused this abuse to grow. There are 
too many ‘yes’ stockholders; that is, they vote as direc- 
tors wish, even when not agreeing with the changes as 
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proposed, thinking it is useless and wasting their vote to 
do so. No stockholder ever wastes his vote when he 
votes according to his own ideas after carefully reading 
the proposals. 

“Officials of large companies are supposed to be finan- 
cial wizards and those with salaries upwards of $25,000 
should be able to finance their own and dependents’ 
future. 

“Some general law should be enacted to cover salaries, 
bonuses and other financial favors. 

“Large companies are too complex in detail, even 
those of like production having differences and many 
angles as to location, material and output. 

“I hold bonds and stocks in 25 different companies 
covering all lines of business, well diversified and serving 
the public everywhere. 

“Will do my bit in any way that is reasonable to get 
the stockholders a fair deal.” 

S. L. Unr, 
Salt Lake City. 


“The Real Enemy of Dividends" 


“As a long time stockholder in many companies, I 
have been interested in your stockholders’ forum. It is 
surprising that complaints should be almost wholly 
against management, which would indicate that even 
stockholders have been infected by false radical propa- 
ganda. My experience has been (and I think our war 
production proves it) that the management of our cor- 
porations is pretty able. The head of a great company 
has before him every day for decision, problems which 
mean thousands, perhaps millions of dollars to his com- 
pany. If he is able, experienced and far-seeing, most of 
his decisions are apt to be correct. Such a man is 
cheap at $100,000 or more per year. Your correspon- 
dents seem to entirely overlook the fact that taxes take 
substantially two-thirds of a hundred thousand dollar 
salary, and that men at the head of big companies have 
many demands upon them. I have always considered 
a hundred thousand dollar man the cheapest employee 
a company could have. 

“T don’t favor large pensions for high executives. It 
would seem that $5,000 per annum should be about the 
limit. I think a proper bonus is a good incentive, but 
it should not be overdone, and it should be coupled with 
a proviso that both bonus and salary should be related 
to net income of company. 

“Few of your correspondents seem to realize that the 
real present enemies of dividends are government regula- 
tion and taxation. We all realize that for the duration 
taxes must be extremely heavy, but they should be 
levied equitably to do the least possible harm to busi- 
ness, instead of being made punitive. 

“Reasonable regulation seems to be necessary, but it 
has been carried way beyond regulation and become 
strangulation. Investors (Please turn to page 409) 
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The Pencils Have Been 
Busy Again 


When the House Ways and 
Means Committee first announced 
the proposal to place a tax of 94% 
on excess profits, there were millions 
of pencils busy in figuring out what 
that would mean on the stocks of 
different companies. All of the finan- 
cial services published long lists of 
stocks, with the indicated per share 
exemption after the 40% normal and 
surtaxes, and the 94% tax on ex- 
cess profits. Then, late in June, the 
pencils had to be pushed around 
the paper again to figure the 14% 
of excess profits taxes, which the 
Committee proposed would be re- 
funded to corporations after the war 
is over. Now, in the past ten days, 
the pencils have been furiously 
travelling over paper to figure on 
the latest plan of the Committee, 
which is now before the House, for 
a 45% combined normal and surtax 
on profits and an 8714% tax on ex- 
cess profits. The ink had hardly 
dried on the printed figures of the 
proposed 14% refund, when the 
Committee discarded that proposal. 
Just as a matter of interest, it might 
be noted that some of the 14% 
refunds would be quite large,—if 
they were going to be paid. A few 
of these refunds had been figured 
as follows (per share) —Bethlehem 
Steel, $5.85; National Acme, $3.75; 
Timken Detroit Axle, $4.55; Lock- 
head, $4.80; Bohn Aluminum, $4.25: 
Douglas Aircraft, $7.00; Bullard, 
$5.90; United Aircraft, $5.65; Cru- 
cible, $9.00; Clark Equipment, $6.80. 
It would seem, from such estimates 
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as based on prospective 1942 earn- 
ings, that some very fancy figures 
for earnings before taxes in 1942 are 
going to be put through the clothes 
wringer of taxation and come out 
rather flat. Yet, even after 45% 
normal and surtax and 8714% ex- 
cess profit tax, if that becomes the 
law in final enactment, there are 
many companies which will still 
show large enough earnings to make 
their present stock prices seem to be 
rather attractive from the standpoint 
of longer-range market potentialities. 


U. S. Steel Makes the Best Leader 


When the steel stocks were 
brought forward recently and U. §. 
Steel and Bethlehem scored several 
points advance in two sessions, there 
was a noticeable increase in public 
interest in the stock market and 
volume reached the highest level of 
the year to date. The public read- 
ily follows a move in Steel, and it is 
often that a sharp gain in that lead- 
er seems to cover up profit taking 
in other places, just as sudden weak- 
ness in U. S. Steel has often ap- 
peared to hide buying in other 
places. Thus, back in early May, 
when the steel stocks and most par- 
ticularly U. S. Steel and Bethlehem 
were weak, the market elsewhere 
definitely turned away from the 
lows, and these two stocks made 
new lows for the year later at a 
time when the averages held several 
points above the previous low. It 
is easy to get into an argument 
among close followers of the stock 
market as to what may happen to 
the steel industry after the war. 
Right now, it is operating at full 
capacity and making plenty of 
money. Some believe that, with 
peace, the heavy industries will 
lapse into their former unprofitable 


It takes the brains of a skilled mechanic to create the "brains" of an International 
Business Machine. Here a workman connects an intricate maze of wiring; one mistake 
might alter the performance of the entire machine. 
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ways. It would seem that this over- 
looks the enormous demand for 
some steel products for automobiles, AP erpetual Investment 

building operations, refrigerators High-Grade Preferred Stocks Which Cannot Be Called for Redemption 
and many things which will be in 
large demand for many years after 
the war ends. 


Earned Price Range 
Dividend Recent Yield PerShare 1929-1941 Inclusive 
Name of Preferred Rate Price % in 1941 High Low 


170 4.42 $47.92 185 93% 
' 135 4.44 29 45.32 159 95% 
Looking for Other Arrears Com Products Refining ; 174 4.02 56.54 184 99%, 


Payments 


International Harvester 4 165 4.24 43.10 173 68%, 

Liggett & Myers Tobacco 3 172 4.07 85.66 189 100 

oie aM P. Lorillard : 139 5.04 34.52 163% 67 
A close examination is being made en ; 163 4.29 43.28 176 101 

us. : National Lead “A” a 161 4.22 41.01 17812 87 

of balance sheets, income figures and Nesfolke & Western “ pone an. ae 118% Qs 

other clues as to the outlook for the = Otis Elevator : 140 5.00 49.30 150 90 

clearing up of large back dividend = Union Pacific . 76 5.26 28.97 100 40 
rrears on preferred stocks. The = * 

i. gee sum payments by | Other High-Grade Non-Callable Preferred Stocks 

Cuban-American Sugar and Revere = American Snuff National Lead "B" 

Copper & Brass on their preferred Diamond Match Procter & Gamble 

stocks, have led to many request to Eastman Kodak Vulcan Detinning 

statistical departments to furnish G. W. Helme Westinghouse Electric & Manufacturing 


lists of preferreds with large accu- = Mathieson Alkali J. S. Young 
ions d hem. : _ 
aera pnt rere — 4 Additional Non-Callable Preferred Stocks 
possibilities are remote. Others American Bank Note Deere 
could do it, if the directors were of American Car & Foundry General Baking 
that mind. In some cases, there American Ice General Cigar 
may be some plan for an issue of a American Locomotive General Railway Signal 


aad neclemeel few aie to ne American Metals Great Western Sugar 
ij P ? tedden American Smelting & Refining Hershey Chocolate 
off the arrears on the present pre- 


: American Sugar Refining Lord & Taylor first 
ferred. Certain-teed Products pre- = Associated Dry Goods first MacAndrews & Forbes 
ferred might be in such a position. J. |. Case Threshing Machine Midland Steel Products 
The company earned $24.02 a share Crucible Steel Quaker Oats 
on its preferred last year, which is Cushman & Sons United States Steel 
not so far from equalling the $30 a 
share back dividends due on that 0 
stock. The balance sheet shows a 
healthy working capital position, per share on the common added to United States Gypsum and Celetex, 
with working capital about double surplus. This company recently are in a favorable position now and 
what is needed to pay such a divi- protested to the House Ways and have a promising outlook for the fu- 
dend. The company is doing a Means Committee that the proposed _ ture. 
huge business for defense buildings new tax laws will levy certain ex- 
and housing. A drawback, which cess profits taxes on the company, Looking at Liquidating Values 
may be overcome, is a very low ex- and that regulated utilities do not 
emption figure on excess profits have excess profits, also that the The liquidating value per share 
taxes. new tax laws discriminate against is usually stated in relation to in- 
certain large companies because of vestment trust stocks. It would 
Consolidated Edison Taxes their size. appear to be, usually, a matter 
which should not be of more than 
In this department in the pre- Raw Materials for Building academic interest. The real ques- 
vious issue, a table showed the tion of interest, above all others, to 
taxes paid by Consolidated Edison Defense plants and housing for the investor or those interested in 
Company of New York. The figures the workers in them are taking a market profits, is present and future 
were not totalled. Adding them up huge amount of raw materials for earnings possibilities and dividend 
gives a total of $632,140,000 taxes the building of them. After the war, outlook. It is quite unlikely that 
for the fourteen years 1929-1942 in- it is expected that many new homes __ any profitably operated investment 
clusive (1942 partly estimated), and apartments will be built. The trust will liquidate and distribute 
equal to $55.66 per share on the suppliers of the raw materials are the proceeds to its stockholders. If 
common stock, or more than four prosperous now and should continue for no other reason, many of them 
times recent per share selling prices. to be for a long period after peace. _will continue just because of the 
The total net available for divi- The cement companies, such as many people who have a financial 
dends in the fourteen years was Alpha Portland Cement and Lone interest in them as going concerns, 
$4135 a share and the total divi- Star Cement, and other suppliers or because of the many well-salaried 
dends $34.35 a share, with just $7.00 of building materials including (Please turn to page 415) 
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Bonds and Preferred Stocks 


For Income and Appreciation 


BY FREDERICK K. DODGE 


: markets present many golden opportunities 
for the small investor. High income tax rates have 
driven the wealthy classes largely into tax-exempt bonds. 
The big institutions usually buy only the “cream of the 
crop,’—such as highest grade utility bonds yielding 
214-316%. The field of medium-grade and _ semi- 
speculative bonds and preferred stocks seems largely 
neglected; yields are far out of line with current money 
rates; even after ample allowance for the increased risk 
compared with A A A issues. 

This is also a good time to make such purchases, par- 
ticularly in the railroad “border-line” group. By a 
strange quirk of investment psychology, many institu- 
tions, big investors and Wall Street traders were “dump- 
ing” railroad bonds recently while railroad earnings were 


skyrocketing, in some cases to all-time records. This was 
partly due to sudden hopes for a “short war,” and fears 
that rail earnings would slump in a post-war depression. 
Another factor was the sudden drop in carloadings, due 
to Government orders that freight cars should be heavily 
loaded (this was really a highly favorable factor, making 
for bigger earnings, as reflected in the May statements). 
One large insurance company liquidated a very substan- 
tial amount of rail bonds; others probably sold on a 
smaller scale. Several financial services and investment 
houses happened to issue cautious or bearish reviews on 
rail securities at about the same time. 

This situation has now righted itself, and rail securi- 
ties are again regaining some of the popularity they 
enjoyed early in the year. The payment of the 50c Erie 

dividend, with its dramatic “icicles in hell” state- 
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ment, together with rumors that New York Cen- 





(Listed in Order of Yield) 


Current 
Yield 
About 


Recent 
Price 
About 


TTT 


Range 
BONDS 


Great Northern Cv. G 4/1946*. 95 4.2% 

Erie (new) First 4,95 a 90 4.4 93- 86 2.9 
Glen Alden Coal First 465 : 90 4.5 91- 85 5.3 
Walworth Co. First 4/55 87 4.6 17.6 
Penn. R. R. Deb. 414/70 ; 89 5.1 94- 87 1.7 
Baltimore & Ohio Sec. 4/44 : 71 5.6 76- 65 2.6 
Western Union 414/50.... eae 80 57 84- 79 3.2 
Atlantic Coast Line Coll. 4/52. ... 65 6.1 73- 63 2.6 
Cities Service Cv. Deb. 5/50 79 6.3 85- 70 2.0 
Southern Ry. Gen. 4/56...... 63 6.4 69- 61 22 


Ha 


100- 93 2.2 


TUTTE 





PREFERRED STOCKS 
Standard Brands $4.50...... 96 4.7 89 8.6 
American Gas & Elec. $4.75 ; 96 5.0 104- 83 8.2 
Deere & Co. $1.40 27 5.2 29- 25 6.6 
Union Pacific $4.00 : 77 ‘2 82- 75 7.3 
Pacific Gas & Elec. $1.50 28 5.4 30- 25 2.6 
Crane Co. Cv. $5.00 90 5.6 85 3.9 
Consolidated Edison $5.00 87 5.7 94- 78 3.1 
Pure Oil Co. $5.00 Cv 87 S.7 91- 81 4.2 
Bethlehem Steel $7.00 ee 6.5 121-105 5.3 
Schenley Distillers $5.50 ie 85 6.5 90- 78 8.1 


SAUNUUNSAATGNN EVGA EAAN EAA GNU 


§—Or latest fiscal year. 
(not parent company) basis. 
share; bonds advanced to 141% in 1937 due to conversion privileges. 


EMM 
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Medium Grade Bonds and Preferred Stocks 


Approximate No. of Times 
1 Int. or Div. 
Earned 1941 § 


Utility company earnings are on a consolidated 
*—Convertible into common stock at $40 a 
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tral and Southern Pacific are considering pay- 
ments, helped the revival. But while it is not 
possible to buy rail bonds at their recent bot- 
toms, they are still substantially below the 1942 
highs. 

The same is true of many utility securities. 
These issues had a sharp decline somewhat ahead 
of the rails, following the drastic Morgenthau 
tax proposal early in March. The current 
House tax proposals are less severe, and most 
utilities have recovered a fair proportion of 
their decline, but many are still well below the 
year’s best levels. : 

Industrial issues have not shown the sharp 
fluctuations of the other two groups, and are 
selling somewhat nearer their best 1942 levels. 
However, they too were affected by the down- 
ward trend in the stock market which con- 
tinued without much interruption from August 
to May. In the past few weeks the market has 
recovered part of this decline, but prices still 
seem low as compared with past standards and 
indexes. 

There are some other arguments in favor of 
buying medium or second grade corporation s¢- 
curities at this time. The Administration is 
waging a strong fight against inflation, but 
many holes in the monetary dyke have appeared 
through which the inflationary tide may force 
its way. Even if Mr. Henderson can plug the 
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holes, the menace of post-war inflation (when 
appeal to patriotic motives may no longer prove 
so effective) will still exist. Another danger is 
that the Government may lose some of its con- 
trol over money rates in the post-war period, 
when many buyers of defense stamps and bonds 
may Wish to redeem their holdings, involving 
heavy Treasury refunding operations. The 
banks might then have to sell a substantial 
amount of high grade corporate issues in order 
to absorb public holdings of Governments, 
finance post-war reconstruction, etc. 

Thus it seems wise for the individual investor 
to avoid the highest grade corporate issues which 
are vulnerable to any rise in money rates. For 
safety of principal combined with moderate 
yield, he should of course invest a portion of 
his savings in Series “F” War Bonds, which the 
Federal Government has promised to redeem 
on demand—this is both the patriotic and wise 
thing to do. Remaining funds might well be 
placed in medium-grade and second-grade bonds = 
and preferred stocks. These securities are little = 
affected by money rates and they should be fa- = 
vorably affected by any strong comeback in the = 
prices of common stocks, due to inflation or 
other factors. 

In the accompanying tables we have listed 
medium-grade issues yielding 4.3% to 6.7%, 
and “more speculative” issues yielding 6.7% to 











Zit 


Recent Current Approximate No. of Times 
e Yield 194! Int. or Div. 
About About Range Earned 1941 § 
BONDS 
Chicago, Burl. & Quincy 412/77... 65 6.9% 72-64 2.1 
N. Y., Chi. & St. Louis Ref. 414/78.. 63 7.1 70-58 2.9 
Bangor & Aroostook Cv. 4/51..... 53 7.5 60-48 1.9 
Southern Pac. Deb. 4142/1969... .. 51 8.8 57-47 2.2 
Northern Pac. Ref. 41//2047...... 49 9.3 55-45 1.5 
Erie (new) Cv. Inc. 412/2015...... 47 9.6 57-45 2.27 
N. Y. Central Ref. 414/2013...... 47 9.6 54-42 1.5 
Standard Gas & Elec. 6/48........ 59 10.2 77-49 1.2 
Associated Elec. Deb. 414/53..... 43 10.5 48-38 1.2 
Illinois Central Joint 5/63..... ; 48 10.5 53-41 1.7 
PREFERRED STOCKS 
American Lt. & Traction $1.50. ... 25 6.0 26-21 7.3 
Radio Corp. $3.50......... ae 55 6.4 55-47 3.2 
North American $3.00........... 46 6.5 53-39 5.2 
Remington Rand $4.50......... ; 63 7.1 63-55 7.4 
Atchison, Topeka & S. F. $5.00... 64 7.8 70-60 4.9 
Chicago Pneumatic Tool $3.00 Cv. 35 8.6 40-33 14.3 
American Locomotive $7.00...... 77 9.1 90-65 2.0 
Niagara Hudson Pwr. First $5.00... 53 9.4 70-50 4.6 
Engineers Pub. Service $5.00...... 50 10.0 66-40 2.3 
Curtiss-Wright “A” Cv. $2.00..... 20 10.0 26-18 11.1 


§—Or latest fiscal year. Utility company earnings are on a consolidated 
(not parent company) basis. 
sinking fund. 


More Speculative Issues 
(Arranged in Order of Yield) 


+—Over-all basis, including capital fund and 
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10.5%. Practically all these issues enjoy active 
markets, most of them selling at discounts and 
below call prices, and in our opinion both 1941 and an- 
ticipated 1942 earnings should warrant higher price 
levels. 


Caution on Taxes 


Caution must be exercised in buying this type of 
security because of the difficulties of forecasting the 
effects of the current drastic tax program, as well as the 
many cross-currents due to war and post-war adjust- 
ments. It seems safer to diversify holdings among rails, 
utilities and industrials and to include conservative issues 
along with high yield securities. Such diversification 
should overcome the risk involved if a few issues should 
“go sour,” and the average yield would still remain gen- 
erous as contrasted with current money rates. 

Following is some brief comment on some of the 
“medium-grade”’ issues. 

Great Northern bonds seem particularly attractive in 
their class because of the conversion feature which five 
years ago resulted in their selling about 50% above the 
present level. The road has been very conservatively 
managed in recent years and fixed charges have declined 
from $19,652,000 in 1934 to the current level of $13,- 
800,000. The present cash position is strong (around 
$30,000,000, in excess of current liabilities). In its 
last heavy refunding operation the road had no trouble 
in securing temporary government aid and should 1946 
find it in the midst of a depression, in our opinion it 
could again obtain Federal help, should this be necessary. 

The new Erie First Mortgage Bonds are of the type 
which, when the issue is thoroughly seasoned, might well 
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sell at or above par. Their present earnings position, 
the new sinking fund, etc., should make them com- 
parable with some of the best old line rail bonds. 

Glen Alden Coal, while in a declining industry tem- 
porarily benefitted by war conditions, can earn its bond 
interest even in a bad year such as 1939. It is currently 
earning about five time the interest. 

Walworth First 4s are more speculative, but as indi- 
cated by the current coverage of 17 times the bond 
interest, the company should be able to build up its cash 
position sufficiently to carry it through a_ post-war 
depreciation. 

Pennsylvania Railroad has paid dividends for 90 years 
and enjoys a very high credit rating. These bonds, 
while junior, seem quite attractive at current levels. 

Baltimore & Ohio secured 4/1944 may present a prob- 
lem at maturity if the war should end early; but they 
are well secured by dividend paying stocks of the Read- 
ing Railroad and hence have this “leg” to stand on even 
if B&O should get into trouble. 

Western Union is expected to benefit by the merger 
with Postal, legislation for which is now pending in Con- 
gress, since this would eliminate unnecessary duplicate 
services. 

Atlantic Coast Line just reported earnings of nearly 
$11 for the first five months, and Louisville & Nashville 
(whose stock furnishes the collateral back of these 
bonds) has declared a $3 dividend, compared with $2 in 
February. The bonds seem well protected under cur- 
rent conditions. 

Cities Service has retired a considerable amount of 
debt in recent years and (Please turn to page 411) 
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The Personal Service Department of Tue Macazine or Wau STREET will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Black & Decker 


With the prospect of a prolonged war, 
would you advise averaging on 100 shares of 
Black & Decker which cost me 22 last year? 
How does the recent drop in earnings reflect 
the impact of heavier taxes? Where are earn- 
ings likely to stabilize? Will substantial post 
war credits accrue to the company under the 
new excess profits proposals? I presume war 
orders will continue in heavy volume. Will 
you please let me have your analysis of the 
outlook?—T. R. S., Los Angeles, Cal. 

As one of the world’s leading pro- 
ducers of portable electric tools, 
Black & Decker has enjoyed a rising 
volume of business under stimulus 
of the arms program and a record 
output was reported for the fiscal 
year ended Sept. 30, 1941. Business 
of the company continued to ex- 
pand during the first six months of 
the current fiscal year, although the 
increase in taxes resulted in a de- 
cline in profits. For the period, the 
company showed net income of 
$686,792, equal to $1.76 a share on 
the 389,263 shares of capital stock 
outstanding, as against $838,214, or 
$2.18 a share for the like period the 
preceding year. Of course, the fact 
that earnings for the current fiscal 
year are subject to taxes on the 
basis of 1941 tax rates and not to 
the higher rates indicated under the 
new 1942 Revenue Act must be kept 
in mind in estimating future earn- 
ings position. In other words, it 
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will not be until next year that the 
effects of the high war-time tax rates 
will be fully reflected in earnings re- 
ports. Nevertheless, the rate of re- 
turn to stockholders should be well 
maintained, probably in the neigh- 
borhood of the $1.60 a share annu- 
ally. Such an estimate takes into 
account the fact that pre-war earn- 
ings were in most of the base years 
at satisfactory levels and accord- 
ingly excess profits tax should not 
cut too heavily into earnings. Also 
the company’s finances are in good 
shape which, coupled with the ex- 
cellent outlook for sale, suggests 
that distributions to shareholders 
will be continued on a liberal basis. 
Practically every branch of ord- 
nance work and particularly the 
manufacture of aircraft employs the 
electric tools produced and it is these 
fields that will doubtless continue to 
show the largest growth during the 
war period. In the post-war period, 
moreover, there should be a large 
backlog of demand for the equip- 
ment manufactured by the company 
in such fields as building, automo- 


bile and others now curtailed by 
war-time restrictions. If a system 
of post-war credits is made part of 
the excess-profits tax, then this fund 
would add further strength to long- 
range prospects, and in the war 
years would justify greater liberality 


’ to stockholders than otherwise. At 


recent price levels, the company’s 
shares seem to offer considerable ap- 
peal both for income return and 
appreciation and we believe that an 
additional committment with. a view 
to reducing your average cost would 
work out to your advantage. 


American Type Founders 


I bought my 200 shares of American Type 
Founders stock several years ago, when it 
was selling around 10. Would you advise me 
to average at current prices—tn antictpation 
of higher market prices in the near future, 
reflecting the company’s continued earnings 
growth? Do you feel that, despite the tax 
prospect, a dividend is likely this year? Will 
the flow of war production maintaim sales at 
their present peak levels?p—R. A. H., New 
Rochelle, N. Y. 

American Type Founders is the 
world’s largest manufacturer of type 
and machinery supplied to the print- 
ing trade. Since facilities were 
readily adaptable to the manufac- 
ture of munitions and as normal pro- 
duction is vulnerable to priority re- 
strictions, American Type Found- 
ers for some time past has been 
chiefly engaged in production of 
military products. For the year 
ened March 31, 1942, this company 
showed earnings of $1.42 per com- 
mon share, as compared with earn- 
ings of 53 cents per common share 
in the preceding year. Unfilled or- 

(Please turn to page 414) 
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BUSINESS ACTIVITY 
MW. S. INDEX CONCLUSIONS 


INDUSTRY—War now consumes half 
of our factory output and a third of | 
the national income. 








TRADE—Retail sales fail to reflect ex- 
panding factory payrolls and rising 
farm incomes. 








COMMODITIES — Major agricultural 
commodity prices reflect current li- 
quidation trend, due to agitation for 


anti-inflation legislation. 
1940 
P el MONEY AND CREDIT—Excess bank 
NTS 


reserves cut sharply by buying of 
bonds. Loans increased sharply. 
Money rates remained unchanged. 





























A wey? drop in check payments, consequent 
upon a lull in Government financing, has been 
mainly responsible for further recession of BUSINESS CREDIT 
around two points in per capita business ac- 
tivity since our last issue. Output of con- 
sumer durable goods has slumped 62°, from 
last year's June peak, to a level only slightly 
above the 1938 low; but production of con- | 
sumer non-durables is off only 9% from the DEMAND DEPOSITS 
December peak. War expenditures during 
June ‘were about $4 billion — approximately 
33% of estimated national income for that 
month. Total outlay for the 1942 fiscal year 2 
was about $27.3 billion, making a total of $34.4 
billion for the two fiscal years ended June 30. 
According to the Federal Reserve Board, close 
to half of total industrial production in June 
was for war purposes, against only 20% a year 
ago. War now devours about 70% of our 
durable manufactures and 25% of the non- 


durables. =.’ 


* * * 
Income payments totaled $8.66 billion in ee pinion 


May, equivalent to an annual rate of $109 bil- 

lion, and 25% over last year, against a five- 

months’ increase of 23%. Farm income was 

up 25% in May; but interest and dividend 

payments were off 1%. New orders booked 1941 1942 

by manufacturers during May were 48% above 
(Please turn to following page) 
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Business and Industry 





Latest 


Date Month 


Previous 


Month 


Last 
Year 


PRESENT POSITION AND OUTLOOK 








INDUSTRIAL PRODUCTION (a) 


June 180 


176 


159 





INDEX OF PRODUCTION AND 
TRADE (b) 
Production 
Durable Goods 
Non-durable Goods 
Primary Distribution 
Distribution to Consumers 
Miscellaneous Services 


May 109 
May 121 
May 132 
May 111 
May 106 
May 84 
May 116 


110 
120 
129 
Ag3 
109 

89 
115 





WHOLESALE PRICES (h) 


June 98.4 


98.8 





COST OF LIVING (d) 


Housing 

Clothing 

Fuel and Light 

Sundries 

Purchasing Value of Dollar 


June 97.3 
June 99.5 
June 91.0 
June 88.1 
June 90.4 
June 104.1 
June 102.8 


97.3 
99.1 
91.1 
88.6 
90.5 
104.2 
102.8 








NATIONAL INCOME (cm)}{.... 





CASH FARM INCOME; 
Farm Marketing 
Including Gov't Payments 
Prices Received by Farmers (ee).. 
Prices Paid by Farmers (ee) 
Ratio: Prices Received to Prices 


Paid (ee) 


May 8,656 


8,802 








FACTORY EMPLOYMENT (f) 
Durable Goods 
Non-durable Goods 


May 988 
May 1,025 
152 
152 


982 
1,097 
152 
152 


100 


92 








FACTORY PAYROLLS (f) 


144.1 
113.1 


139.9 
110.4 





186.6 


144.1 





RETAIL TRADE 
Retail Store Sales $t¢ 
Durable Goods (a) 
Nen-durable Goods (a) 
Chain Store Sales (g) 
Retail Prices (s) as of 


4,340 
108.4 
148.9 

170 
112.5 


4,626 
166.2 
127.7 
133 
95.5 





FOREIGN TRADE 
Merchandise Exports t 
Cumulative year's total} to 
Merchandise Imports 
Cumulative year's total} to 


$385 
1,372 
287 
1,018 





RAILROAD EARNINGS 
Total Operating Revenues * 
Total Operating Expenditures*. . 


Net Rwy. Operating Income*... 
Operating Ratio % 


$572,531 
366,755 
88,592 
102,034 
64.06 


540,300 
360,140 
75,532 
92,388 
66.66 


375,008 
274,938 
37,040 
52,074 
73.32 





STEEL 
Ingot Production in tons*®....... 
Pig Iron Production in tons*. . .. 
Shipments, U. S. Steel in tons*. . 


7,387 
5,113 
1,774 


7,122 
4,458 
1,834 


7,045 
4,704 
1,668 





GENERAL 
Paperboard, new orders (st)....... 
Construction Contracts t 
Cigarette Productiont 
Bituminous Coal Production * (tons). 
Portland Cement Shipments * (bbls.) 
Commercial Failures (c) 





428,778 
$673 
18,455 
48,410 
16,349 
955 


495,547 
$498 
17,380 
48,250 
14,774 
938 


572,522 
$548 
17,858 
43,319 
16,048 
1,119 
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last year, with durable goods up 80% and non- 
durables 10%. May shipments were 27% ahead 
of last year, with durables up 30% and non-dur- 
ables 23%. Factory inventories on June | were 
valued at 34% more than last year, with durables 
up 31% and non-durables 33%. 

* * @ 

At present writing it looks as though Leon Hen- 
derson may lose his valiant one-man war against 
the destructive forces of inflation. Congress, 
which seemingly is more interested in patronage 
and votes than in winning the war, refuses to sanc- 
tion ceilings on farm prices, which are now 25% 
above last year compared with a rise of only 13% 
in other wholesale prices, or on factory week- 
ly wages, which are up 22%. With both of 
these basic costs still rising it is only a matter of 
time when the lid will be blown off retail prices, 
especially under the added impact of a probable 
increase of around $30 billion during the fiscal 
year just opened in the volume of Federal deficit 
spending to be financed through the banks. The 
Government's various labor agencies—W L B, 
W P B, and the Labor Department, which deal 
only with organized labor—take the attitude: "why 
shouldn't price ceilings be broken to permit wage 
increases?" In the present political setting, a ma- 
jor portion of subscriptions to savings bonds goes 
to finance wage increases for union labor and ris- 
ing prices for farm products; so that the net result 
is inflationary—not deflationary. The whole pro- 
cedure comes perilously close to a racket; with 
the organized half of our population raising its 
living standards at the expense of an unwarranted 
cut in living standards for the unorganized, and 
hence politically impotent, half whose incomes are 
not rising. 

* * * 

Wholesale sales in May were 7% larger than 
a year earlier. Chain store sales in June were 
10% ahead of last year, against a six-months'’ in- 
crease of 17%; with variety stores up 22%, 
compared with 18% for six months; and mail or- 
der sales off 11%, against a six months’ gain of 
3%. Department store sales in the week ended 
July 4 were valued at 1% below the like period 
a year earlier, compared with a decline of 8% 
for four weeks and a cumulative rise of 14% for 
the year to date. April exports, including lease- 
lend, were 74% ahead of the like month last 
year, compared with a four-months' increase of 
65%. April imports were 22% below last year, 
against a four-months' sag of 1%. 

* * & 

Railroad gross revenue of $601! million in May, 
though only a million short of the record total 
reached in October, 1929, was achieved with far 
lower carloadings, owing to greater average load- 
ing per car. Despite restrictions on raw material, 
about 48,000 freight cars were built in the first 
five months. 

* * x 

Engineering construction awards for the half 
year reached the unprecedented total of $4.9 bil- 
lion—72% ahead of the like period last year. 
Government sponsored projects constituted 86% 
of the six-months' total. U. S. production of steel 
in the first half amounted to 42.5 million tons, 
about 12 times Japan's capacity, and only 7.9 
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WEEKLY INDICATORS 





Latest Previous Year 


Week Week yn PRESENT POSITION AND OUTLOOK 








M. W. S. INDEX OF BUSINESS 
ACTIVITY 1923-25—100 11 122.7 124.1 116.8 million tons short of our output in all of 1917— 


World War I's biggest year. 
11 3,428 3,424 3,178 * * * 


TRANSPORTATION F P C estimates that the December peak in 
Carloadings, total July 11 855,124 753,755 876,142 electric power this year will call for only 36 mil- 

July 11 53,509 42,340 62,695 lion kilowatts, against actual installed capacity of 

July 11 158,821 120,350 147,464 | @round 46 million. 

Forest Products July 11 51,033 44,431 44,255 sei a 

exer“ ee... ae ss po pny even Machine tool deliveries in May, valued at 
Beri z : : $118, topped last year by 80%. Shoe output dur- 


STEEL PRICES ing May, at 40.4 million pairs, was 3.4% below 


Pig Iron $ per ton (m) July 16 23.61 23.61 93.61 last year. Pairs available for civilian wear in the 
Scrap $ per ton (m) July 16 19.17 19.17 19.17 current fiscal year may drop to only 250 million, 


Finished Ib. ; | compared with 300 million sold in the depression 
sascha — — ii sion | year, 1932. Military and lend-lease requirements, 


however, will take 43.2 million pairs, against less 
than 15 million in the fiscal year just closed. Total 
production in the 1941 calendar year was 498 


PETROLEUM million pairs—23% over 1940. 
Average Daily Production bbls.*..| July 3,657 3,297 3,870 Pee 
Crude Runs to Stills Avge. Bbls.*..| July 3,582 3,551 4,103 
Total Gasoline Stocks bbls. * July 85,658 87,014 87,922 O PA has authorized an increase of 2.5 cents 
Fuel Oil Stocks bbls. * July 77,891 76,903 90,914 in gasoline price in the eastern district to offset 
Crude—Mid-Cont. $ per bbl July CUE Ti 1:47 higher transportation costs. This raises the national 
Crude—Pennsylvania $ per bbl....) July Soa 2:55 255 average to 21.36 cents, highest since November, 
Gasoline—Refinery $ per gal July 0.117 0.117 0.117 1929. Production, however, is running 22% below 

last year, and oil well completions are off nearly 

— CONSTRUC- 50%. Fuel oil inventories are 15% below last 
Volume* (en) July 17 $174,129 $401,603 $206,765 | * 

















STEEL OPERATIONS 
% of Capacity week ended (m)....| July 16 98.0 98.0 97.0 























t—Millions. *—Thousands. (a)—Index Federal Reserve 1935-39—100. (b)—Federal Reserve Bank of N. Y. 100%—estimated 
long term trend. (c)}—Dun & Bradstreet. (cm)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd. 1923—100. 
(e)—Dept. of Agric., 1924-29—100. (ee)—Dept. of Agric., 1909-14—100. (en)—Engineering News-Record. (f)—1923-25—100. 
(h)—U. S. B. L. S. 1926—100. (j)—Adjusted—1929-31—100. (m)—lron Age. (n}—1926—100. (n. i. c. b.}—Nat. Ind. Conf. Bd. 
1935-39—100. (p)—Polk estimates. (pc)—Per Cent of capacity. (pl)—Preliminary. (s)—Fairchild Index, Dec., 1930—100. (st)—Short 
tons. 
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1942 Indexes 1942 Indexes 








No. of 
Issues (1925 Close—100) High Low July 11 July 18 (Nov. 14, 1936, Cl—100) High Low July11 July 18 
270 COMBINED AVERAGE.. 48.6 41.4 46.2 45.5 100 HIGH PRICED STOCKS... 51.96 43.20 48.76 48.29 
100 LOW PRICED STOCKS.... 38.78 31.66 35.80 35.28 





3 Agricultural Implements.... 88.0 72.7 849 88.0A 3 Liquor (1932 Cl.—100).... 170.3 137.5 170.3C 168.5 
9 Aircraft (1927 Cl_—100)... 172.6 123.8 137.4 134.5 8 Machinery 83.8 67.9 177.1 77.3 
4 Air Lines (1934 Cl—100). 251.8 178.4 245.3 251.8A 2 Mail Order 56.1 45.2 56.1A 55.6 
5 Amusements 33:5 27:0 33:5€ 33:3 4 Meat Packing 46.0 30.4 31.4 30.4k 
13 Automobile Accessories... 79.3 70.4 74.7 75.6 9 Metals, non-Ferrous 131.7 100.0 108.3 105.3 
13 Automobiles 9.7 AL 9.2 8.9 nes 9.0 9.6 9.6 
3 Baking (1926 Cl—100).... 6.1 5.0 5.9 5.9 21 Petroleum 746 59.8 70.5 69.2 
3 Business Machines 108.4 81.7 108.4B 105.1 16 Public Utilities 191 32:8 5.2 -t46 
2 Bus Lines (1926 Cl—100).. 646 382 548 52.9 3 Radio (1927 Cl—100).... 8.8 5.9 8.6 8.8A 
6 Chemicals 156.3 126.3 143.1 140.5 7 Railroad Equipment 37.9 286 31.8 309 
14 Construction 19.6 164 188 18.5 16 Railroads 9.9 7.6 8.8 8.5 
5 Containers 163.1 138.4 159.4 157.0 1.9 1.3 1.8 1.6 
8 Copper & Brass 75.1 58.6 65.0 64.4 2 Shipbuilding 112.0 842 93.8 90.6 
2 Dairy Products 28.2 25.55 27.6 28.9B 12 Steel & Iron 650 53: 583 57.7 
6 Department Stores 16.3 124 13.7 13.6 40.1 26.5 30.0 30.7 
6 Drugs & Toilet Articles 43.5 37.1 39.9 40.7 179.4 137.5 156.5 159.8 
2 Finance Companies 132.4 99.5 130.2 125.3 41.1 30.6 38.7 38.1 
7 Food Brands 78.6 60.6 70.6 #£470.0 34.2 244 309 29.3 
2 Food Stores 43:7 322 37.0 38.0 3 Tires & Rubber 11.9 79 11.8 11.9A 
4 Furniture 29.1 23.7 28.6 28.3 4 Tobacco 553 407 S92 ---Sta 
2 Gold Mining 455.9 315.4 388.8 415.2 2 Variety Stores 187.2 142.1 VISA 147537 
6 Investment Trusts 165 138 15.7 60 19 Unclassified (1941 Cl—100) 109.9 90.8 102.6 100.9 














New HIGHS since: A—1941; B—1940; C—1939. k—New LOW since 1933. 
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Trend of Commodities 


The dominant trend in the grain markets in the past week 
has been based on a moderate amount of liquidation com- 
ing through commission houses. Nervousness generated by 
persistent and growing anti-inflation talk in Washington has 
generated a disturbing sentiment. Wheat prices have reg- 
istered continued declines in the past fortnight, with new 
crop deliveries establishing new season's lows. Corn prices 
for the period have also dropped, commission houses sell- 
ing on favorable crop news. Cotton has been moving ir- 
regularly, and at one time during the past week dropped 
more than 50 cents a bale, but later recovered. Indecision 


among legislators regarding the full-parity loan issue is the 
chief depressing element affecting the cotton market. Cot. 
ton consumption figures for June have also been held as 
disappointing, as they dropped below 1,000,000 bales, 
Hedging has hit oat prices, and cash oats have lost part of 
their premium over July. Rye prices have been down in 
sympathy with wheat. Metal markets have been dull and 
routine with prices generally firm. Butter futures for Janua 

delivery reached 38/2 cents on July 14, the highest level 
since 1939. The advance was attributed to cold storage 
reports showing July | reserves were below those of 1941. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1929, equal 100 


July 17 
167.3 
163.1 
170.0 


July 10 
167.9 
163.2 
171.0 


28 Basic Commodities 
Import Commodities 
Domestic Commodities 


July17 = July 10 
183.6 
186.1 


155.2 


Domestic Agricultural 
Foodstuffs 





Commodity Briefs 








Cotton. While the Department of Agriculture report showed 
cotton acreage as of July | somewhat larger than private esti- 
mates, and at 103.9 per cent as compared with last year, it was 
considerably below the 1942 allotments. If the percentage 
abandoned in 1942 is equal to the 10-year average, an acreage 
of 23,525,000 is indicated for the 1942 harvest, greater than that 
harvested in 1941 but smaller than any other year since 1935. 


Sugar. A record production of sugar beets has been pre- 
dicted by the Federal Crop Reporting Board. Its figures esti- 
mate that total U. S. production from beet and cane sugar plant- 
ings would exceed 19,000,000 short tons, or about 4,000,000 tons 
above last year's production. The growing condition of sugar 
beets now points to a yield of 12.6 tons an acre, which would 
indicate a crop of 12,547,000 tons, compared with a record high 
production of 12,292,000 tons in 1940. 


Cocoa. The W P B order slashing cocoa use to 60 per cent of 
the 1941 level in this quarier will be difficult to maintain during 
the remainder of the year. A sharper cut in the rate is in the 
immediate offing according to recent Washington predictions. 
The shortage in this commodity is growing rapidly, as imports 
have dried up to 25 per cent of last year's volume. 





Rubber. Donald M. Nelson, Chairman of the W P B in a recent 
statement before a Senate investigating committee estimated 
that the synthetic rubber production program had produced 
9,400 long tons of the product in the first half of 1942, and that 
the objective output for the last half of this year would total 
22,900 tons, or a total if accomplished of 32,300 tons of syn- 
thetic rubber to be added in 1942 to the nation's present rubber 
supply. For 1943 he estimated synthetic rubber output would 
reach 73,300 tons in the first six months, 264,700 tons in the 
second half, and a total of 338,000 tons for the full twelve months 
period of 1943. 

Hides. The entire supply of domestic hides has been put under 
the control of the W PB. The purpose of the order is to increase 
the production of leather suitable for military uses, and to divert 
certain grades from non-essential to essential civilian require- 
ments. Adequate supplies are reported currently on hand for 
both military and civilian needs, but foreign sources of the com- 
modity may be reduced through shipping shortages, and the 1942 
supply is expected to drop about 24 million hides, and even per- 
haps below that figure. Consequently the W P B holds that it 
is necessary to control the hide supply to prevent a potential 
shortage. 











THE MAGAZINE OF WALL STREET 





—a 


( 


and 
accou 
eral | 
tive” 
ment 
Th 
serves 
only 
share 
stance: 
of to 
instar 
gency 
craft 
per ce 
fore | 
reser 
taxes, 
per sk 
cite s 
conti 
Radia 
cent 
19 pe 
per c 
“Inve 
She 
tax b 
45 pe 
8714 
the u 
haps 
net e 
other 
comp: 
of th 
preset 
sults— 
tantly 
the p 
Ediso: 
monw 
Gas | 
Servic 
These 
above 
the e: 
son W 
to cul 
Du 
tion a 
ninin 
adver 
stance 
per s| 
still 


JULY 











—— 


Why Corporate Profits Will 
Be Better Than You Think 





——e 


(Continued from page 377) 


and at least some _ economist- 
accountants contend that as a gen- 
eral thing they are “over-conserva- 
tive’ and thus tend to understate- 
ment of true earning power. 

These additional “special” re- 
serves, which usually are reported 
only in the year-end accounting to 
shareholders, amount in many in- 
stances to a very large percentage 
of total net profit. Last year, for 
instance, the $10,000,000 contin- 
gency reserve set up by United Air- 
craft was equivalent to nearly 50 
per cent of the year’s net profit be- 
fore provision for the reserve. The 
reserve, taken from earnings after 
taxes, was thus equal to about $3.75 
per share on the common stock. To 
cite some other examples, abnormal 
contingency reserve of American 
Radiator last year equaled 40 per 
cent of net profit; Johns-Manville 
19 per cent; Standard Brands 51 
per cent, the latter being a special 
“inventory reserve.” 

Should the House version of the 
tax bill be adopted “as is’—that is, 
45 per cent normal and surtax and 
8744 per cent excess profits tax— 
the utility industry would be per- 
haps the most conspicuous goat, as 
net earnings would be cut by an- 
other 10 per cent or thereabouts, as 
compared with the original version 
of the House bill. Applying the 
present rates to 1941 operating re- 
sults—and these will not be impor- 
tantly better this year for utilities— 
the per share net for Consolidated 
Edison would be about $1.30; Com- 
monwealth Edison, $1.53; American 
Gas & Electric, $1.90; and Public 
Service of New Jersey, 94 cents. 
These results would be moderately 
above present dividend rates, with 
the exception of Consolidated Edi- 
son which undoubtedly would have 
to cut again. 

Due to tax allowances for deple- 
tion and development work, oil and 
mining companies would be least 
adversely affected of all. For in- 
stance, Continental Oil earned $3.29 
per share last year and this would 
still have been estimated figure 
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of around $3.10 under the pending 
tax rates. A few other representa- 
tive comparisons follow, the first 
figure being net per share last year 
and the second an estimate of what 
it would have been under the rates 
in the present tax bill: American 
Brake Shoe, $3.56 and $2; American 
Can, $6.45 and $3.67; Owens-Illinois 
Glass, $3.40 and $2.43; Goodyear 
Tire, $8.08 and $5.50; Bullard, $7.16 
and $2.70. 

It would be pointless to present 
any considerable number of esti- 
mates until the final tax rates are 
known. The above comparisons, 
however, suggest several general 
conclusions: (1) whatever the final 
tax terms, the effect upon earnings 
will vary very greatly from com- 
pany to company; (2) a sizable 
number of companies will have ex- 
cellent earnings as compared with 
their pre-war average, though con- 
siderably less than in 1940-1941; 
(3) in many instances estimates 
based on 1941 operations would 
understate earnings potentialities 
for 1942 and beyond because of 
much increased volume over 1941. 
Another thing to keep in mind is 
that not so long ago we were figur- 
ing on an excess profits tax rate of 
94 per cent, which meant that only 
6 per cent of excess profits could be 
retained as net income. Should the 
rate be fixed at 8714 per cent, even 
without provision for any post-war 
refund, the amount that could be 
retained would be 124% per cent. 
The figure seems small but in situa- 
tions of exceptional rise in volume— 
Bendix Aviation being an cutstand- 
ing example—the difference per 
share would be quite large. 

Finally, despite the prevalence of 
big “post-war contingency reserves,” 
it is pertinent to say that the finan- 
cial risks being assumed by cor- 
porate enterprise in expanding to 
meet the huge war demands can be 
easily exaggerated. The Govern- 
ment is financing the great bulk of 
the expansion of plant facilities. On 
the whole, American industry will 
come out of the war with no increase 
in equity capitalization and with a 
net reduction in debt capitalization. 
The latter, too, is a favorable factor 
in relation to future earning power 
and the position of equity stock- 
holders. 


As compared with what it was at 
the end of 1939, whether the net 


working capital position—and espe- 
cially the cash position—of industry 
in the aggregate will, when the war 
ends, be stronger, weaker or about 
the same cannot be foretold now. 
The writer’s belief is that it will 
probably be stronger. Countless 
billions of Government money will 
pour into and through the hands of 
industry. Despite high taxes and 
greatly expanded working capital 
needs at present, it would be strange 
if some of it did not stick. 





Stockholders’ Forum 





(Continued from page 399) 


should bring pressure to bear on 
Congress to so limit the powers of 
the various regulatory bodies that 
they cannot encroach on manage- 
ment. Take the railroads, manage- 
ment has little or no control over 
either rates or wages, therefore it 
is no longer management but sim- 
ply the operating executive. 
Therefore, high-class men no longer 
go into railroading. They choose 
motors or aviation. It is ridiculous 
to put the management of all the 
railroads of the country into the 
hands of a group of ten thousand 
dollar a year government clerks, 
composing the Interstate Commerce 
Commission, most of whom know 
little of railroading. The SEC is 
another shining example. Ap- 
pointed, presumably, to protect 
stockholders, all they have done 
has been to destroy them. Right 
now, despite the war, they go mer- 
rily along insisting that utility hold- 
ing companies dissolve, at a time 
when there is a very bad and very 
limited market for their underlying 
securities, causing losses running 
into hundred of millions to innocent 
stockholders without any  corre- 
sponding benefit to anybody. 

“If government would recognize 
the fact that it is business which 
supports all of us, including even 
the politicians, and do everything 
possible and reasonable to stimu- 
late business instead of hampering 
it, this country would go places, 
and stockholders would have no rea- 
son to complain of dividends. 


A. SUBSCRIBER, 
Summit, N. J. 


409 

















(Continued from page 379) 


PROSPECTS for RUBBER In 1942 and 1943 | 





of this year there will be enough 
“Thiokol” to retread 1,000,000 tires 
a month. “We told Washington” 
said Dr. Dow, “that by the first of 
the. year we can do much better 
than that.” Two million retreads 
a month would compare with aver- 
age monthly replacement tire sales 
of about 2,500,000 over the years 
1934-1938 and nearly 3,000,000 in 
the active years 1939-1941. 


Reverting to the matter of pos- 
sible requisitioning of civilian tires, 
a valid question is: Would the Gov- 
ernment’s object be the tires as 
tires, or the rubber in them for re- 
claim? They would not be needed, 
as tires, for the armed forces. As 
we shall see hereafter, there will be 
no rubber shortage for military 
needs—assuming, as we have sound 
ground for doing, that the synthetic 
expansion program is fulfilled on 
schedule. (It is more likely to bet- 
ter the schedule than to lag.) If 
that is so, the only reason for requi- 
sitioning tires would be to assure 
transportation for essential civilian 
workers. As far as can be foreseen 
now, it appears improbable that the 
problem of assuring essential civilian 
transport needs will become acute 
enough to justify general requisition- 
ing—in view of what we have here- 
tofore outlined as to the good aver- 
age condition of present tires in use 
and the opportunities for retreading 
open to us. 

If the object would be to save the 
rubber in present tires for reclama- 
tion, the question becomes: How 
much rubber would thus be con- 
served? As was stated before, the 
average worn out and discarded tire 
contains about 80 per cent of its 
original rubber; and in the tube no 
reclamation potential is lost, regard- 
less of the mileage. The present 
average tire in use can be conserv- 
atively estimated to contain 90 per 
cent or a bit more of its original rub- 
ber. The Institute of Applied Eco- 
nometrics estimates that if all ci- 
vilian tires were requisitioned for 
reclamation, the rubber saved would 
be some 93,000 tons more than 
it would be if the tires were used un- 
til worn out. If half the tires of pas- 
senger cars now in use were requisi- 
tioned for reclamation, or if mileage 
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were otherwise cut in half by con- 
servation measures, the rubber sav- 
ing would be 46,900 tons. Since a 
50 per cent conservation would nec- 
essarily reduce the rate of normal 
scrappage available for future rec- 
lamation, this organization esti- 
mates that the net effect would be 
“to take 30,000 tons out of the rub- 
ber supply of the next twelve 
months and put it into the rubber 
supply of the next two or three years 
when synthetic production will be 
so large as to make it superfluous.” 

It concludes that at a net cost of 
45,000 tons of rubber a year, we 
could keep all mechanically service- 
able cars in operation. Such statis- 
tics and opinions as are credited in 
this article to the Institute of Ap- 
plied Econometrics are, of course, 
their responsibility. I can not vouch 
for them beyond stating that I have 
for some time been familiar with the 
work of this research organization 
and have found it to be responsible 
and thorough. 


On the matter of military needs 
for rubber, a_ civilian necessarily 
speaks with reserve—t ut it is worth 
noting that there appears to be no 
significant discrepancy between re- 
sponsible private estimates and the 
only official estimate—made_ by 
Price Administrator Leon Hender- 
son—that has been made public. 
The Institute of Applied Econom- 
etrics estimates that 370,000 tons of 
rubber should suffice for the equip- 
ment and a year’s replacement needs 
of an army of 6,000,000 men. Mr. 
Henderson’s estimates are presented 
in detail in the tabulation on the 
second page of this article. He puts 
1942 requirements of the Army, Air 
Corps, Navy and Maritime Com- 
mission at total of 271,000 tons and 
adds 82,000 tons for lend-lease ship- 
ments indicating our total mili- 
tary need this year at 353,000 tons. 
For 1943 his forecast of the com- 
parable total is 475,000 tons. 


Without elaboration, which has 
not been supplied to date, you will 
find Mr. Henderson’s tabulation 
puzzling in several respects. To be- 
gin with—at least as it was set forth 
in the press as apparently released 
by Senator Maloney—it undertakes 
to paint the supply-demand position 





for the United Nations, rather than 
for this country alone; yet it starts 
with a stockpile of 706,000 tons on 
January 1, which obviously is the 
figure only for the U. S. No supply 
is indicated in other United Nations, 
other than allowance of 54,000 tons 
this year and 72,000 tons next year 
of Russian synthetic production. As 
Russia spent years preparing for war 
and even now is still formally at 
peace with Japan, she no doubt has 
certain stocks—probably sizable— 
of natural rubber. No allowance is 
made for unknown stockpiles in 
England or the British Dominions. 

Next it is to be noted that the 
Henderson tabulation allows 150,000 
tons this year for U. S. civilian con- 
sumption—consisting of industrial 
uses plus barest consumer essentials 
—but allows 310,000 tons for “other 
countries” in addition to 82,000 tons 
under lend-lease. 

It is not indicated whether this 
310,000 tons will be entirely for 
civilian consumption of other than 
our lend-lease allies, nor are the 
“other countries” identified. Note 
that the figure is more than twice 
the allowance for U. S. civilian con- 
sumption—though our non-mili- 
tary consumption in 1939-1940 ez- 
ceeded total consumption of all the 
rest of the world. Excluding both 
enemy countries and __lend-lease 
countries, normal consumption of 
all others is a small fraction of that 
of the U.S. 

Finally, note that the Henderson 
table for 1943 ends with a deficit of 
5,000 tons of rubber, after calculat- 
ing total requirements at 866,000 
tons and total supply at 861,000 
tons, of which U. S. synthetic pro- 
duction is to account for 300,000 
tons. The latter figure may prove 
correct, but is more likely to prove 
low. The point to note, however, 
is that this use of statistics, even if 
entirely accurate, gives an over- 
pessimistic impression. The rate of 
production will rise progressively in 
1943, especially in the second half 
of the year. In relation both to the 
cumulative exhaustion of stocks of 
natural rubber and the wearing out 
of civilian tires, the rate of synthetic 
production in effect toward the end 
of 1943 is the vital question rather 
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than the year’s total output. The 
current annual rate of production at 
the end of 1943 will certainly be at 
least twice the 300,000 figure for the 
year and more likely three times 
larger. 

We are not making any effort in 
this article to venture into the 
chemistry, engineering or economics 
of synthetic rubber. That can well 
be left to the experts. Suffice it to 
say that rubber-like substances can 
be—and are being—made from va- 
rious combinations of various chem- 
icals. It is the consensus of inde- 
pendent experts—and the Govern- 
ment is proceeding on it—that main 
reliance should be placed on Buna 
§ synthetic and that the necessary 
volume of butadiene, which is the 
key ingredient, must be had mainly 
from petroleum refining processes. 
They know you can get alcohol from 
grains and butadiene from the alco- 
hol—this is the process being 
plugged by the farm bloc in Con- 
gress—but they have proven to the 
satisfaction of WPB that this 
method is wasteful of strategic 
plant construction materials as com- 
pared to the petroleum processes. 

Buna S synethtic as it stands to- 
day represents an improvement on 
original German processes, for which 
Standard Oil Company (New Jer- 
sey) some years ago obtained the 
much publicized American patent 
rights. When the political shouting 
has died, it will be quite apparent 
that the former German patent ar- 
rangement stood the people of the 
U. S. in very good stead—also ap- 
parent that we would be better off 
in rubber than we are now if the 
Government had earlier heeded the 
urgent suggestions of the tire manu- 
facturers and certain oil companies 
that the time had come to get busy 
quick on synthetic rubber. 

A score or so of large oil, chemical 
and rubber manufacturing com- 
panies will participate in the syn- 
thetic program, the plants being 
Government-financed. Many tech- 
nical problems have yet to be ironed 
out as regards both production of 
the materials and processing of the 
finished products. The synthetic 
tubber industry is not only in an 
evolutionary stage but a revolution- 
ary one. Hence, changes in the cur- 
tent production program and in pro- 
jections of future annual volume 
tates are not only possible but cer- 
tain. 
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For instance, the Houdry Process 
Corporation—whose gasoline refin- 
ing process has been used under 
license for some time by a number 
of leading oil corporations—broke 
into the limelight of public attention 
recently with a series of full page 
advertisements in a number of news- 
papers in which it claimed to have 
the best available process for ob- 
taining butadiene from petroleum 
in large volume and within a shorter 
plant-construction period than that 
required for any other petroleum- 
butadiene process. 

The company would hardly have 
taken its case to the public—in ad- 
vertisements headed “The Amer- 
ican Public Has a Right to Know the 
Truth About Synthetic Rubber’— 
unless it had felt—rightly or wrong- 
ly—that it had not been able to get 
an adequate hearing at Washington. 
Now it certainly should be possible 
for the Government to get expert 
proof or disproof of this company’s 
claims relatively quickly, as it has 
a pilot plant in operation now. If 
its contentions are correct, what it 
boils down to is this: 

Fifteen standard size MHoudry 
Process plants—costing $12,000,000 
each or a total of about $180,000,- 
000—will produce enough butadiene 
to provide 1,000,000 tons of syn- 
thetic rubber a year. The 15 plants 
would require not more than 180,000 
tons of steel, which Houdry claims 
is a third to a half less than required 
for “the next best petroleum 
process.” Given suitable priorities 
on materials, construction of the 15 
plants would require nine months, 
which the MHoudry organization 
claims is 4 months less than will be 
required for any other petroleum 
process. 

Houdry will not be the last word 
in synthetic rubber and neither will 
Standard Oil. Hundreds of the finest 
research brains of dozens of the great 
oil, chemical and rubber manufactur- 
ing corporations are working on it 
day and night. This kind of compe- 
tition is a good thing. From it 
we are going to get more and bet- 
ter rubber-like synthetics—probably 
considerably sooner than you have 
been thinking. 

But don’t let any of this go to 
your head. What we have said 
here leans to the bright side and 
justifiably so, we think. But the 
other side of it is this: Until you 
actually see the rubber daylight be- 


gin to materialize, you will be well 
advised to conserve your tires. Mr. 
Roosevelt uttered a profound truth 
—which all of us should take to 
heart—when he said that, after all, 
he was trying to save the country— 
not just rubber or gasoline as such. 





Bonds and Preferred Stocks 
For Income and 
Appreciation 





(Continued from page 403) 


greatly strengthened its financial 
position, which a decade ago was 
rather shaky. 

Southern Railway has now “grad- 
uated” out of the border-line rail 
class, and the bonds seem among the 
best of the medium-grade issues. 

While Standard Brands common 
stock has been unpopular in recent 
years the preferred dividend was 
earned over eight times last year, 
and at the current price about 14 
points below the year’s best level 
the stock appears attractive. 

American Gas & Electric is con- 
sidered one of the soundest of the 
utility holding companies, with an 
excellent dividend record on pre- 
ferred and common stocks. While 
earnings have been hurt by taxes, 
preferred coverage is still ample. 

Deere & Company has a sound 
record and good post-war prospects; 
the low par value makes the pre- 
ferred a convenient investment for 
smaller investors. 

Pacific Gas & Electric enjoys good 
management and sound credit, but 
of course its Pacific Coast proper- 
ties might prove slightly vulnerable 
to war-time conditions. 

Crane has a_ good 
should benefit by any 
building boom. 

Consolidated Edison _ preferred, 
while it might be affected market- 
wise by any further increase in tax 
rates, seems especially attractive at 
the current high vield, for a long 
pull. 

Pure Oil covered the preferred 
dividend over four times last year 
and while present conditions in the 
oil industry are irregular the divi- 
dend seems safe enough. 

Bethlehem Steel is selling cur- 


record and 
post-war 


-rently about 14 points under this 


year’s high at which price it seems 
definitely attractive. 




































































Chemical Industry Playing 
Vital Role in War Effort 





(Continued from page 392) 


of 338,000 tons, with an _ even- 
tual rise to about 800,000 tons 
annually. According to official an- 
nouncement, 200,000 tons of “buta- 
diene,” the essential ingredient in 
such synthetic manufacture, would 
be produced annually from alcohol, 
20,000 tons from benzine, and nearly 
500,000 tons from petroleum, with 
the balance supplied by chemicals 
which would include the “thiokol” 
product of Dow Chemical Co. 

Other chemical organizations ac- 
tive in the development of synthetic 
rubber elements are Columbian 
Carbon Co. and Monsanto Chemical 
Co. In the case of the former com- 
pany, it is stated that whereas nat- 
ural rubber is improved 50% in 
strength when reinforced with car- 
bon black, this concern’s research 
department has discovered that one 
process of synthetic rubber manu- 
facture is strengthened by 500%, 
by the addition of carbon black. 
The new plant of Monsanto Chem- 
ical Co. for the production of syn- 
thetic rubber chemicals will begin 
operations later this year. Follow- 
ing three years of recovery, net in- 
come of both concerns declined in 
the first quarter of 1942. Both com- 
panies revealed unusually strong 
working capital positions in their 
March 31, 1942, balance sheets. 

In assessing earnings prospects for 
the chemical industry over the re- 
mainder of 1942, due consideration 
must be accorded to the factors of 
increasing costs and higher taxation 
but most of all the latter. These 
factors have already found reflection 
in the reduced net income which was 
the experience of most chemical 
organizations during the first quar- 
ter of this year. Published reports 
of numerous organizations in this 
industry reveal rather liberal pro- 
visions for both normal and excess 
profits levies. 

Expenses can be expected to in- 
crease over future months, while 
taxes will definitely be higher. Re- 
striction in earning power, in vary- 
ing degree, is inevitable, but these 
factors, in themselves, do not com- 
prise a basis for avoidance of equity 
issues of our leading chemical or- 
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ganizations. There are compensat- 
ing factors to which due weight 
must be accorded: strong treasury 
positions; ability to maintain divi- 
dend payments at levels generally 
not far below those of 1941 and early 
1942; the essential nature of the 
industry, with its implications of 
long-term growth, and—what is of 
immediate and paramount signifi- 
cance—the magnificent contribution 
being made by the industry, in its 
numerous ramifications, toward an 
eventual and decisive victory of the 
United Nations over our Axis 
enemies. 

Among the shares of companies 
worthy of inclusion in the average 
investment portfolio, such strongly 
situated issues as Dow Chemical, 
Texas Gulf Sulphur, Allied Chem- 
ical (du Pont, Monsanto and Union 
Carbide, to mention but a few, pos- 
sess appeal. 





Railroad Traffic at All-Time 
Peak 





(Continued from page 394) 


unlikely that net income gains will 
keep pace with the enhancement in 
gross revenues. Labor and material 
costs are advancing, while railroad 
managements are increasing Fed- 
eral income tax accruals in a meas- 
ure more nearly in accord with the 
normal and excess profits tax rates 
which have been proposed in the 
House of Representatives. Although 
many carriers enjoy a favorable tax 
credit status, the proportion of rev- 
enues absorbed by taxation will 
steadily increase in future months. 
Material strengthening of the 
financial positions of many rail- 
roads has permitted reduction of 
outstanding funded debt in numer- 
ous instances, and this practice 
would be extended—particularly in 
the case of bonds selling at deflated 
prices—if Congress should provide 
some measure of tax relief on profits 
obtained from such purchases. 
Dividend payments made by 
many prominent carriers in 1941 
will, in many instances, probably be 
duplicated this year. Atchison re- 
cently advanced its quarterly dis- 
bursement to $1.50 per common 
share, and it is probable that fur- 
ther distributions on Atlantic Coast 
Line and Pennsylvania Railroads 
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will be authorized in the near future, 
On the other hand, it is conjectura} 
whether the customary extra dis. 
tributions in Chesapeake & Ohio and 
Norfolk & Western, generally paid 
in the final months of the year, will 
be made in 1942. 

Elimination of bank loans has re. 
vived rumors that directors of the 
New York Central would consider 
dividend action in the near future, 
Such payment, however, would be 
of small proportions, in view of the 
debt reduction policy which has 
been followed in recent years. De- 
spite the broad expansion in earn- 
ings of Southern Pacific, necessity 
for providing for large bond maturi- 
ties within the next few years ren- 
ders it unlikely that dividends by 
this carrier will be extensive. 

Inauguration of dividends on Erie 
common has directed attention to 
the speculative possibilities inherent 
in the low-priced group. Included 
among the more attractive issues in 
this category are New York Central, 
Southern Pacific, Southern Rail- 
way, and Pennsylvania Railroad, 
while the preferred stock group has 
excellent speculative representation 
in such equities as Gulf, Mobile & 
Ohio and New York, Chicago & St. 
Louis. Earnings on the former 
amounted to $6.89 per share in 1941, 
and dividends of $2.50 per share 
were paid. New York, Chicago & 
St. Louis reported earnings of over 
$35 per share on the preferred in 
1941, while accumulations were 
equal to $66 per share as of July 
1, 1942. 
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War Market Record of 
This New Trend Indicator 


M.W.S. Dow-Jones 


in 
50 points a of Index Ind. 
loné glone 

the rket . SELL April 6, 1940.. 67.1 151.10 
the T while — ials BUY June 10, 1940.. 45.3 111.84 
: - ‘ ndush ats SELL Nov. 7, 1940... 59.8 137.70 
Jom’ 58 onti BUY April 23, 1941... 46.8 116.40 
de aiffet SELL August 1, 1941. 56.7 128.20 


BUY April 23, 1942.. 41.4 95.00 


Now is the time to prepare to capitalize on the next 
phase of this recovery spiral . . . another important 
turning point accurately anticipated by our New Inter- 
mediate Trend Indicator. 


On recessions . . . today's market is in a basic buying 
area. While selectivity will persist, many sound stocks 
are at depression prices materially out-of-line with 
They can move 
up sharply as investors awaken to their possibilities 

. . and to the protection they offer against poten- 
tial inflation. 


intrinsic worth and earning power. 


Forecast Advices Now Geared 
to New Intermediate Trend Indicator 


It is now over three months since this New Indicator 
was put into actual operation . . . after almost three 
months of intensive laboratory work during which it 
proved up as shown by the record herewith. 


As a Forecast subscriber, you have the assurance of 
. effective in 
is now fully coor- 


knowing that this timing barometer . . 
gauging complex war markets .. . 
dinated with our careful selections of securities for 
short term and longer term holding. You will be ad- 
vised what and when to buy and when to sell .. . 
through specialized programs suited to your capital 
and objectives. 


Subscribe to The Forecast NOW ... to take advantage 
of our recommendations of stocks to buy on reces- 
sions. Twelve are open... four under 34 as Trading 
Advices; four under 43 in our Bargain Indicator; and 
four under 22 as Unusual Opportunities. 
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Answers to Inquiries 





(Continued from page 404) 


ders now on hand are very large and 
even though taxes will prove a re- 
strictive factor, maintenance of re- 
turns at a high level appears in pros- 
pect for the foreseeable future, as 
the main plant of American Type 
Founders is now producing far more 
in war output than it ever did in 
normal times on its own standard 
products. Presumably, however, the 
company continues to supply repair 
parts and replacements in limited 
quantities. Strong finances have 
been maintained by this organiza- 
tion since emergence from reorgan- 
ization in 1936, although working 
capital is heavily concentrated in 
inventories and receivables. While 
one-fifth of annual net income must 
be applied to retirement of de- 
bentures amounting to approxi- 
mately $870,000, the conspicuous 
improvement in earnings registered 
in the last fiscal year lends some 
weight to the possibility that divi- 
dends may be resumed this year on 
a modest scale. Therefore, in our 
opinion, this stock is moderately at- 
tractive among low-priced specula- 
tive equities and a _ conservative 
“averaging” seems warranted by one 
in a position to assume the risks in- 
herent in a situation of this type. 


Celanese Corp. of America 


What is your expert opinion of the outlook 
for Celanese common at this time? I have 
100 shares for which I paid 29 in 1941 and 
am wondering what action to take. How will 
the proposed issuance of $35 million de- 
bentures affect my stock? I understand that 
recent operations have been retarded by a 
shortage of acetic acid but this was tempo- 
rary. Is the company in a position to benefit 
materially in our war effort through produc- 
tion of yarns and plastics?—M. I. T., Chi- 
cago, Ill. 

Celanese Corp. of America has 
long occupied a leading position in 
the manufacture of cellulose acetate 
yarns and the growing recognition 
of the qualities and widespread ap- 
plication of this synthetic fiber has 
resulted in an almost uninterrupted 
rise in demand. As demand has in- 
creased, the company has constant- 
ly added to productive capacity, 
while at the same time the cost to 
the consumer has been downward 
thus further widening the consumer 
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field. Last December a former sub- 
sidiary, Celluloid Corp., was merged 
into the parent company and as a 
result of this merger the organiza- 
tion is now a leading producer of 
plastics and other products of this 
type made mainly from cellulose 
acetate and cellulose nitrate. These 
products compete with other types 
of plastics and also with numerous 
non-plastic materials such as wood, 
steel and glass. The plastic end of 
the business promises to record a 
growth comparable with that of cel- 
lulose yarns over the period ahead 
and many new applications are con- 
stantly coming to light under the 
search for substitute materials now 
so much in evidence. In addition to 
its important plastic interests, the 
company produces certain chemicals 


for both its own use and sale to 
others. Practically the entire busi- 
ness is important either directly or 
indirectly to the war effort and 
while shortages of basic materials 
may develop from time to time, 
the company seeems to be con- 
fronted with no _ insurmountable 
problems on that score. The fact 
that natural silk is now practically 
non-existant except for military use 
has naturally greatly stimulated the 
demand for synthetic yarns which 
are now used almost exclusively in 
women’s wear. Recently the com- 
pany completed a large refunding 
operation through the public offer- 
ing of $35 million in 344% deben- 
tures. The proceeds of this bond 
issue is to be used mainly to refund 
other debentures and outstanding 





New Trends for Trade 
After the War 


(Continued from page 374) 





countries, industrial capacity will 
have been expanded (in the United 
States probably more than doubled) 
and the number of skilled work- 
ers will probably be the largest 
on record. Diversification and the 
expansion of industries on a scale 
never before witnessed will also 
have taken place in the newer 
regions, such as British India, South 
Africa, Egypt, Iran, Australia and 
in practically all the Latin American 
countries. In the Soviet Russia the 
relocation of industries to Siberia 
and Central Asia will probably be 
permanent, and these industries will 
continue to produce even when the 
older industrial regions are rebuilt. 
Much the same will be true about 
China, where the industrialization 
of the formerly backward western 
provinces has already materially in- 
creased the productive capacity of 
the whole country. 

Since expansion of trade has al- 
ways followed the increase of pro- 
ductivity of any country, there is no 
way of telling how far the expansion 
of international trade may go. The 
world industrial production index, 
covering but a few principal coun- 
tries, based on 1913 as 100, rose to 
about 175 in 1937. The expansion 
of the volume of world trade during 
the same period was only about 25 
per cent. Assuming that the indus- 
trial capacity of the same countries 


doubles during the present conflict 
and the immediate reconstruction 
years, the production index will rise 
to about 350. If about the same re- 
lation between industrialization and 
the volume of trade is preserved as 
in the 1913-1937 period, the volume 
of international trade will be just 
about double what it was in 1913. 

The great stimulus which the war 
has given to technical efficiency and 
to productivity per worker inspired 
Mr. Colin Clark, noted English 
economist, in his recent book “The 
Economics of 1960,” to predict a 
new turn in world trade. As quoted 
by the London “Economist,” Mr. 
Clark foresees that within two dec- 
ades the industrialization of China 
and Japan can bring about a new 
industrial revolution—this time in- 
volving all the producing countries 
of the world. Moreover, he sees 
the United States and Soviet Russia 
as substantial importers in the post- 
war world. 

There is no reason to doubt that 
Mr. Clark’s predictions could come 
true, provided, of course, that the 
United Nations win the war first 
and the peace second. The winning 
of peace can, however, come only 
if the old, nationalistic policies are 
discarded for international collab- 
oration, freeing of trade, and gen- 
eral improvement of international 
economic relations. 
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bank loans, although there will be 
a surplus of around $6 million to be 
used to augment working capital. 
In the report for the 12 months 
ended March 31, 1942, the company 
showed earnings equal to $3.69 a 
common share, which compares with 
$2.87 a share the year before. While 
higher costs and taxes probably will 
offset the indicated further rise in 
the company’s business, dividends 
on the common should be continued 
at the recent level of $2 a share an- 
nually. Such an expectation is 
further justified by the fact that the 
recent refunding operation has added 
to the already sound financial posi- 
tion of the enterprise. In consid- 
eration of the better-than-average 
past record of the company and its 
outlook for continued long-term 
growth, we feel that the stock offers 
considerable appeal around recently 
prevailing levels. 





Tax Threats Affect Tobacco 
Outlook 





(Continued from page 393) 


war industries are attracting numer- 
ous skilled workers from the cigar 
trades, where a low scale of com- 
pensation has long prevailed. 

Substantial expansion in cigarette 
sales in recent years has been ac- 
companied by a rise in costs of leaf 
tobacco. Larger holdings of tobacco 
inventories have thus been com- 
pelled, requiring utilization of cash 
reserves and, in some cases, bank 
loans in order to finance tobacco 
purchases. Among the companies 
with fairly large bank obligations 
at the close of 1941 were American 
Tobacco Co. and R. J. Reynolds 
Tobacco Co. 

Stock market prices of leading 
tobacco company equity issues have 


recovered, following the drastic 
liquidation that occurred earlier 


this year; liquidation that was in- 
spired in large measure by fears that 
the recession in profits, as a conse- 
quence of prospective higher costs 
and taxes, would be more severe 
than now appears probable. 

Fewer industrial organizations can 
demonstrate a more impressive 
earnings record—in prosperous 
years, as well as in those of busi- 
hess recession—than the tobacco 
companies. Fluctuations in net in- 
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Utilities Face Mounting Tax Threat 


(Continued from page 396) 





cent will cost the utilities much 
more than they will be saved by 
the proposed cut in excess profits 
tax rate from the original figure of 
94 per cent to pending 8714 per 
cent. On an average, these tax 
rates—if adopted—would be about 
10 per cent heavier for the utilities 
in total cost than those contained in 
the committee’s original version. 
Following are a few representative 
examples of what the pending taxes 
would do to utility earnings, the 
first figure being what 1941 earnings 
would have been under the 45- 
8714 rates and second figure what 
they were under existing tax law: 
American Gas & Electric, $1.89 


versus $2.72; Commonwealth & 
Southern preferred, $3.30 versus 


$8.10; Commonwealth Edison, $1.53 
versus $2.10; Consolidated Edison, 
$1.29 versus $2; Detroit Edison, 
$1.20 versus $1.93; Public Service of 
New Jersey, 94 cents versus $2.04. 

And here is the way these hypo- 
thetical earnings—which will not be 
subject to significant increase as a 
result of increased gross volume this 
year—would compare with current 


dividend rates, the first figure being 
the earnings, the second the divi- 
dend: American Gas & Electric, 
$1.89-$1.60; Commonwealth & South- 
ern preferred, $3.30-$3.00; Com- 
monwealth Edison, $1.53-$1.40; Con- 
solidated Edison, $1.29-$1.60; De- 
troit Edison, $1.20-$1.20; Public 
Service, 94-cents-80 cents. Thus, of 
the group, Consolidated Edison’s 
present dividend would be most out 
of line, Detroit Edison would be 
exactly on the line and all the rest, 
while modestly covered, would be 
virtually borderline propositions. 

On the other hand, on a statis- 
tical basis, all operating company 
utilities are at prices more than low 
enough to discount all adverse divi- 
dend possibilities for this year, if not 
for next year also. Among the more 
conservative issues, our favorite is 
Consolidated Gas & Electric of Bal- 
timore, with a tax exemption we 
estimate at about $3.51 per share. 
Among speculative issues, Western 
Union, with a tax exemption of 
about $7 per share is worthy of 
mention, and has much in _ its 
favor. 





come have not been as extensive as 
in the instance of other corporate 
entities, but profits have been ade- 
quate to enable the building up of 
strong financial positions over the 
years, as well as permitting liberal 
distributions to shareholders. 

Despite the threat of higher costs, 
and the inevitable increase in the 
tax burden, there appears little 
doubt that dividend payments, par- 
ticularly in the cigarette division, 
will be maintained, at least for the 
immediate future. Beyond that, 
taxes must give the answer. In the 
interest of conservatism, extra dis- 
bursements may be reduced, or per- 
haps eliminated, until the trade out- 
look is more clearly defined. 

In the cigar division, the outlook 
is less propitious. The proposed 
new schedule of excise taxes on 
cigars would result, it is stated, in 
virtual elimination of profits, in view 
of the price ceilings placed on selling 
prices. However, such schedule may 
be modified before enactment. 
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positions of their managements. Two 
of these trusts, in particular, are 
often thought of as “likely to liqui- 
date” because at this time they each 
have concentrated mostly on just 
one security. Amerex Holding 
Corporation is mostly built around 
its large block of American Express 
Company stock. This has paid a 
good return to Amerex, which has 
paid a dividend on its own stock 
which makes the yield attractive at 
present prices. Phoenix Securities 
holds a large block of Pepsi-Cola 
stock. 


Railroads Building Cash Reserves 
Figures which are being quoted 
for prospective 1942 earnings of 


many of the railroads seem almost 
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unbelievable in some cases,—such 
as $20.50 a share on New York, Chi- 
cago & St. Louis common. The rail- 
roads are building up their cash po- 
sitions for the first time in many 
years. Great Northern, for exam- 
ple, has over $18,000,000 cash on 
hand, and this road has been retir- 
ing some of its debt. Shareholders 
of many of the roads which have 
had no dividends for years have 
been clamoring for payments, and 
may get some more in addition to 
the surprising payments which have 
been announced lately. As a whole, 
however, the railroad directors have 
felt that they ought to use the cash 
rolling into their treasuries to 
strengthen their underlying positions 
against the leaner days which may 
follow the ending of the war. In 
this regard, it might be pointed out 
that the huge movement of troops 
on the railroads will not only con- 
tinue as long as the war lasts, but 
that all of these movements will be 
repeated in part when the soldiers 
return to camp and then to their 
homes after the war. There will 
also be huge freight movements of 
accumulated goods from where they 
are to where they can be used, after 
the war. Hence, peace will not bring 
a sudden slump in railroad activity. 


Penny Stocks Often Not Worth 
Even That 


A story was related to a statis- 
ticlan about a friend who had 
“bought an odd lot” of American 
Chain & Cable common stock in 
1932 at “fifty cents a share” and 
sold it “a couple of years later for 
over one hundred dollars a share.” 
The man relating the story said that 
he would like a list made up of 
stocks selling for fifty cents a share, 
or less, with a view of duplicating 
this record. The statistician looked 
up the facts and found first that 
American Chain & Cable common’s 
low in 1933 was 154 and it made its 
low that year, and not in 1932, and 
it never reached 100 after that, go- 
ing to a high of 9914 in 1937, and 
not in “a couple of years.” This 
was before the three for one split- 
up. There are several points to this 
slory. First, the great inaccuracy 
of many of the yarns told about 1929 
and 1932. Next, that this stock had 
a working capital of not far from $25 
a share at the time the stock sold 
at 15g. The next point is that, if 
you are interested in buying a stock 


416 


at pennies per share or even at prices 
up to about 2, first find out if the 
company ever did have a good earn- 
ing record; next look at its working 
capital position. If these two things 
are in the stock’s favor, it might 
have a chance for an ultimate come- 
back. In times of extreme depres- 
sion, such as that in 1932-3, some 
excellent stocks get hammered down 
to absurdly low figures. As a rule, 
however, in a market which is any- 
thing like normal, a stock which 
formerly sold at good figures and 
gets to below 1 is in some serious 
difficulty. Most of such stocks ulti- 
mately pass out of the picture. 
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to the general welfare in order that 
the war may be won. And that the 
elected representatives have not car- 
ried out their wishes. The discon- 
tent has already resulted in the se- 
lection of independent candidates in 
an attempt to secure a balance of 
power in the election. Thus the de- 
sire to turn offending office holders 
out may have many wide repercus- 
sions in State and Federal politics. 
The citizens of this country have 
shown an amazing intelligence and 
understanding of the _ situation. 
While critical of the Administra- 
tion’s political maneuvers, they are 
tolerant of it because they are 
keenly aware of the portent of this 
finagling. They know the govern- 
ment has been forced continually to 
seek a balance of power bringing 
many highly undesirable comprom- 
ises. Already Mr. MHenderson’s 
forthright program of price control 
to prevent runaway inflation hangs 
in the balance. The vital artificial 
rubber production is still in the 
throes of being shunted back and 
forth in an attempt to placate va- 
rious interests. And the tax bill es- 
sential to meet the war needs, is be- 
ing held up for political purposes. 
What does the public want? In 
general terms, it wants a statesman- 
like realism in the handling of the 
domestic issues raised by the war 
effort; and it wants politicians to 
stop bending the knee to profes- 
sional leaders of the special pres- 
sure groups who—as the polls clear- 
ly show—do not even speak for a 


majority of their own alleged f fo 
lowers. Specifically, the public { 
vors freezing wages and _ salar 
ceilings on all prices, compulsory Wj 
bond savings and sales or othe 
taxes that will actually cut deeg 
into inflationary purchasing pows 
Well, if the gentlemen at Was 
ington don’t. believe it, you @ 
prove it to them at the electi i 
But why wait? Meanwhile, 
not write your Senators and Reon re 
sentative just what you _ think 
Short and to the point! 
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—against every invader of the past 
two centuries. Their plan is t 
“wear down” the Nazi blitz by slow 
attrition, temporarily giving: up ter 
ritory—of which they have plenty= 
in exchange for dead Germans. The 
Germans could kill two Russians for 
every German lost and still do ne 
more than hold even with Russia im 
fighting manpower. 

British military might is substans | 
tially intact. The enormous weight 
of the U. S. has yet to be felt. As’ 
in 1917-18, we will turn the scales— 
fighting not a fresh Germany but @ 
Germany worn down by heavy and: 
protracted losses. Some 80,000,000° 
Germans and 66,000,000 Japanese 
are not going to conquer the, rough 4 
ly, 370,000,000 people of the U. Sy 
Russia, Britain and her dominions, 
These 370,000,000, not counting the’ 
determined Chinese, will be backed 
by a courage, a fighting fury and @ 
mass of equipment that their en-) 
emies can never match. Meanwhile 
no German or Japanese conquest i§ 
permanent and no loss of any United: 
Nations territory is lasting. As We 
see it, our certain victory is thé 
only important thing. There was & 
time when it wasn’t certain, but ths 
time is gone. As compared with 
this, it is less than a vital matter 
whether this job is finished in 1948 
or 1944 or 1945. It is going to be 
finished. F 

Conclusion: This is an uptreng 
market, in our opinion. Sound stock 
are a buy in reactions, which we bé 
lieve are likely to be rather limited 
over the near term.—Monday, July 
20. ; 
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